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CONRAIL AUTHORIZATION—FISCAL YEAR 1979 

TtTESDAT, AFBIL 11, 1978 

HOUSE OF REPRESENTATIVES, 
SUBOOMMITTEE ON TRANSPORTATION AND C!OMMERCE, 

C!OMMNTEE ON INTERSTATE AND FOREIGN COMUERCE, 
Washington, D.C. 

The subcommittee met, at 2 p.m., pursuant to notice, in room 2123, 
Raybum House Office Building, Hon. Fred B. Rooney, chairman, 
presiding. 

Mr. RooJTET. This afternoon we are to commence hearings on the 
necessity for the Federal Government to provide additional funding 
to ConRail. Specifically we will be considering H.R. 11492, which 
is a bill to amend section 216 of the Regional Rail Reorganization Act 
of i?yr3, to authorize an additional $6TO million to 'be appropriated to 
the U.S. Railway Associatiwi for the purpose of purchasing council's 
preferred series A securities. 

ConRail recently completed its 5-year plan for the period of Janu- 
ary 1, 1978, to December 31, 1982. This business plan indicates that 
during this period, ConRail will need $1,283 billion in addition to the 
$2.1 billion provided to ConRail in the Railroad Revitalizaton and 
Regulatory Reform Act of 1976. 

In addition to H.R. 11492, consideration will be given during these 
hearings to the necessity of providing ConRail, at this time, with the 
full amount of financing it indicates will be necessary during the next 
5 years. 

The necessity for this additional financing, I am sure, comes as a 
disappointment to most of us, especially the members of this OMnmit- 
tee. At the same time, I am sure it does not come as a surprise to many 
of us. ConRail celebrated its second anniversary last week on April 1, 
1978. The celebration was probably not marked with much merriment 
considering the difficulties enooimtered during the past 2 years, and the 
outlook forecast in its 5-year plan. 

During the past 2 years, ConRail, as well as many of the other 
railroads in this country, was plagued with unprecedented acts of 
God. It suffered from record snowfalls, from record low tempera- 
tures, from a number of floods, crippling iron ore, longshoremen, and 
coal strikes. It is no wonder that ConRail has been unable to make 
progress at the rate projected in the final system plan. 

A number of us were aware of these adverse conditions at the time 
of their occurrence. I would, however, at this time also like to place 
the matter in perspective by recalling a number of incidents which 
occurred at about the time of ConRail's inception. 



For example, although not an act of God, ConKail was also plagued 
with fewer cars, and a smaller amount of motive power than indicated 
in the final system plan as going to be available. These shortages were 
in both total nimibers and condition of the equipment. These condi- 
tions were brought about in large part by the bankrupt railroads 
shortly before conveyance and were not necesBarily miscalculations in 
the final system plan. 

It is also recalled that the financing for ConRail, that is the $2.1 
billion, included over $300 million for what was considered to be a 
margin of safety for any subsequent variations between the final sys- 
tem plan projections and actual expenses. This margin of safety was 
wiped out before ConRail even started. 

Immediately prior to ConRail's inception, last minute changes had 
to be made to provide for the so-called alternative final system plan, 
or unified ConRail, whereby ConRail took over considerably more of 
the operations of the bankrupt railroads then contemplated, in order 
to compensate for the fact that Soutliern Railway and the Chessie 
System declined to participate in the plan. 

Congress was aware at the time, that this action eliminated the 
margin of safety, but decided to delay taking any action until it could 
accurately determine whether a margin of safety Avould be required 
for other projection variances. 

Morex)ver, it should also be recalled, that at the inception thei-e were 
many who contended that the capital recommended in the final sys- 
tem plan was entirely inadequate, even for the smaller sized ConRail. 

Testimony was received from a^ major financial institution to the 
effect that the Federal Government should provide a minimum of $7 
to $10 billion at the outset. Without using hindsight or contending 
sliortsightedness on the part of USRA, it should nevertheless be rec- 
ognized that there was a considerable difference of opinion between 
well-known experts as to what would be an adequate amount of financ- 
ing. 

Critics today want to state that USRA missed the mark by 60 per- 
cent. At the same time, the combined original $2.1 billion and the $1.3 
billion requested today, is still only 50 percent of the amount origi- 
nally projected by some experts as a minimum. 

Obviously, we are now in a position to know what this margin of 
safety, plus a margin for other adjustments in the final .system plan 
projections, is required. I say this so as to make it clear that financial 
projections of the magnitude imdertaken in the final system plan, or 
in anyone else's long-range financial projections, not be considered 
an exact of accuracy possible, the exact amount that ConRail will 
need from the Federal Government for additional financing. 

In providing this additional financing, I strongly emphasize that it 
should not be interpreted that ConRail is becoming a ward of the 
Government. I recognize that many believe that Amtrak has become 
such a ward, and I do not believe that ConRail should be considered 
in that same cateirory. 

Before the 4-R Act was enacted, it wns believed that ConRail was 
the proper private enterprise solution. I am still convinced that this 
is the correct apnroafh to this most serious problem—namely, that of 
the bankrupt railroads in the Northeast. 

"Without obiection. the Chair wishes to place in the record, as 
though read, the statement of Congressman Joe Sktibitz of Kansas. 



STATEMENT OF HON. JOE SKUBITZ, A REPRESENTATIVE IN CON- 
GRESS FROM THE STATE OF KANSAS 

Mr. SKUBITZ. Mr. Chninnan, I support the amendnipnt of the chair- 
man of the Subcommittee on Transportation and Commerce, Mr. 
Rooney. The purpose of his amendment is simply to consolidate 
two bills reported by our committee and to clarify existing law. 

The consolidation involves two items. First is a bill authorizing 
money to USRA and containing certain technical amendments. Sec- 
ond is a bill authorizing $1 million for the Office of Rail Public Coun- 
sel at the Interstate Commerce Commission. 

Mr. Chairman, I never was a big fan of the Office of Rail Public 
Counsel. I must say that my enthusiasm has not increased, particu- 
larly since the job has net l)een filled since we created it in February 
1976. Today there continues to be an office without a leader. The other 
body has had the name of a nominee, but has taken no action. I under- 
stand there is considerable question about the qualifications of the 
nominee since he has not had any experience with either rail manage- 
ment, rail labor, or shipi>ers. I have about reached the point where I 
would be happy if the office were either abolished or the job filled by 
almost anyone. When the Congress enacts a law, I think it is reason- 
able for us to expect the executive branch to carry out the law. In this 
particular area, there has been much dragging of feet. The $1 million 
authorization gives the executive branch the last chance to fill a job 
wanted by few and apparently needed by fewer still. 

Mr. Chairman, the USRA authorization is another matter. The 
authorization is $23 million and is needed if we are to protect the in- 
vestment of the United States in the reorganization of the bankrupt 
railroads of the Northeast. As you know, the tnistees of the various 
bankrupt railroads in the Northeast have brought a cx)urt case to 
claim conii>ensation from the Fedor-nl Government for the proi^erties 
which were originally theirs. The USRA in the final system plan esti- 
mated that the value of the properties taken to form ConRail was in 
the vicinity of $600 million. Tlie bankrupt estates have claimed the 
value of the property in the $10 to $14 billion range. While the origi- 
nal USRA estimate may have lxK>n too low. the expectations by me 
lawyei-s of the bankrupt railroads is far too high. 

The court has determined that the property in question must be 
addressed and given a value. That asse.ssment and valuation will cost 
a great deal of money. About a third of the $23 million being re- 
quested by USRA will be used for that valuation. Most of the addi- 
tional money will be used to defend the United States in court and to 
oversee the operations of ConRail. 

Mr. Chainnan, the o])erations of ConRail require considerable over- 
seeing. The United States has a considerable investment in ConRail 
and that investment was made to insure that ConRail would remain in 
the private sector. ConRail management on the other hand seems de- 
termined to make another Post Office out of tlieir bvisiness. It often 
seems that ConRail spends more time and effort using its Washington 
office to woo and placate Congress than time devoted to a business- 
like management of its gigantic railroad pro|)erties. 

Mr. Chairman, I am very concerned about the financial condition 
and the prospects of ConRail. Many of their problems are beyond 
their control. The hard winter last year, for example, created addi- 



tional costs for ConRail and was something over which neither Con- 
Rail nor the Congress liad any control. 

An area over which ConRail does have control is its basic attitude 
toward its own character and transportation role. I think ConRail 
has a bad attitudinal problem if it wants to survive as a private com- 
pany. At the present time, too many decisions are made by its Wash- 
ington office for governmental affairs and too few decisions are made 
by management personnel brought up with gootl business practices. I 
think ConRail pampers both Congress and rail labor. Some of my 
colleagues may not like what I am saying, but if we in Congress do not 
leave ConRail alone, we shall surely turn it into another Amtrak. On 
ConRail's part, it should give up its habit of always seeking political 
compromise and begin acting like a business that must make hai-d 
decisions if it is to b«come profitable. One place ConRail might want 
to start improving its performance is with the abolishment of its Wash- 
ington office for congressional affairs. It would seem to me that I'SRA, 
the ICC, and the E^partment of Transportation have enough i)eople 
already engaged in supervising ConRail's activities so that ConRail 
does not need to have ite own employees engaged in lobbying. In short, 
we have the re-sources to find out what is going on at ConRail and too 
often, Washington representatives tend to be used as expediters for 
political logrolling. I^t's get the politics out of ConRail and keep it 
out. 

ConRail's loss for its first 12 months of operations was $664 million 
on an ICC accounting basis and $413 million on a depreciation ac- 
counting basis. In real terms, let me point out that ConRail drew 
down $667 million in Government fimds. Those $667 million are tax 
dollars under anybody's accounting system. In short, ConRail has been 
incurring net losses in excess of the projections outlined in the final 
system plan. While the severe winter weather may have accounted for 
a portion of this loss, the primary reasons are a critical shortage of 
certain freight car revenue cars, the lack of an adequate costing system, 
and ConRail's inability to generate new sources of freight revenues. 
ConRail's ratio of transportation expenses to operating revenues was 
47.9 percent in 1976 compared to 39.6 percent for all class 1 rail- 
roads. In short, this suggests that ConRail might well start trimming 
track and personnel in order to have a better ratio. 

Car utilization by ConRail in its first year of operation actually 
deteriorated over the car utilization by the old Penn Central. The qual- 
ity of service provided by ConRail was found by the ICC to have been 
inadequate for small shippers. The ICC concluded that ConRail "seems 
to be neglecting this business in favor of senicing higher rated and 
longer haul customers." In short, the ICC concluded that major prob- 
lems at ConRail exist in the operational, revenue generation, and cost 
control areas. 

Mr. Chairman, this authorization for USRA will help in providing 
some surveillance of ConRail operations. I must add, however, tliat 
ConRail itself must begin to measure up to its responsibilities if we are 
to have reliable rail trans|K)rtation in the Northeast which remains 
in the private sector. None of us want to see ConRail become another 
Post Office or another Amtrak. 



I urge my colleagues to use self-restraint m their demands on asking 
for postponement of necessary actions by CouRail in order to improve 
their revenue/cost ratio. I ask ConRail to begin tliinking like a busi- 
ness instead of a political entity. 

I urge my colleagues to support the amendment by Mr. Kooney and 
the prompt passage of the bill as amended. 

Mr. RooNEY. Without objection the text of H.R. 11492 will be 
printed at this point in the record. 

[The text of H.R. 11492 follows :1 
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IN THE HOUSE OF REPRESENTATIVES 

MAHCII 13,1978 

Mr. STAOOERS (for himself and Mr. ROONET) introduced the following bill; 
which was referred to the Committee on Interstate and Foreign Commerce 

A BILL 
To amend tlic Regional Rail Reoi-ganization Act of 1973 to 

authorize additional appropriations to the United States 

Railway Association for purposes of purchasing securities 

of the Consolidated Rail Corporation. 

1 Be it enacted by the Senate and House of Representa- 

2 fives of the United States of America in Congress assembled, 

3 That  (a)  section 216(a) (2)  of the Re^onal Rail Reor- 

4 ganization  Act   of   1973    (45   U.S.C.   726(a)(2))    is 

5 amended hy striking out "$1,100,000,000" and inserting 

6 "$1,700,000,000" in lieu thereof. 

7 (b)   Section  216(b) (2)   of such  Act   (45  U.S.C. 

8 726(b) (2)) is amended by striking out "$1,100,000,000" 

9 and inserting "$1,700,000,000" in lieu thereof. 

I 

2 

1 (c) Section 216(f) of such Act (.45 U.S.C. 726(f)) 

2 is amended by striking out "$2,100,000,000" and inserting 

3 "$2,700,000,000" in lieu thereof. 



Mr. RooNET. Our first witness today will be Mr. Donald C. Cole, 
president and chief executive officer of tlie U.S. Railway Aasociation, 
Washington, D.C, 

STATEMENT OF DONALD C. COLE, PRESIDENT AND CHIEF EXECU- 
TIVE OFFICER, UNITED STATES RAILWAY ASSOCIATION, AC- 
COMPANIED BY FRED YOCUM, VICE PRESIDENT OF OPERATIONS; 
JOSEPH WELCH, VICE PRESIDENT OF FINANCE; CARY DICKIE- 
SON, VICE PRESIDENT AND GENERAL COUNSEL; MICHAEL 
MATES, FINANCIAL DIRECTOR, AND W. J. ANDERSON^ FINAN- 
CIAL DIRECTOR 

Mr. CohE. Thank you, Mr. Chairman. Your statement has very well 
summarized the history of ConRail and the background which the 
association was faced with 2 yeare ago I'egardiug the financing re- 
quirements. 

Before I begun my statement, which I have prepared in abbreviated 
form, I would like to introduce those with me today. With me at the 
table are Mr. Fred Yocum, vice president of operations. Behind me is 
Mr. Joseph Welch, who just joined the staff as our vice president of 
finance; Gary Dickieson, our vice president and general counsel. Ac- 
companying Mr. Welch are two of his financial directore, Mr. Michael 
Mates and Mr. W. J. Anderson, the latter, Mr. Anderson, having 
served for several months as an acting vice president of finance, while 
we were endeavoring to fill that spot. 

Both Mr. Yocum and Mr. Welch have joined the staff in just the 
last few niontlis. I think that this is indicative of some of the action 
that we arc taking regarding ConRail. 

I believe that the members have a copy of my abbreviated state- 
ment, which I will follow at this time. 

USRA is the Federal banker to Consolidated Rail Corp. I am 
pleased to testify today as president of the U.S. Railway Association 
regarding H.R. 11492 to increase the authorization for ConRail. 

At this time, we think it is also appropriate to testify regarding the 
performance of ConRail during its first 2 years of operation, particu- 
larly its efforts to achieve profitability by 1980. 

Under section 307(b) of the 3R Act, the association is required to 
submit to the Congress on May 31 of each year a report on the per- 
formance of ConRail. The association's board of directors will review 
and approve the report during the next few weeks. Since the associa- 
tion's board has not completed its review of funding requirements, my 
comments are not intended to reflect the board's position. 

On February If), as you indicated, Mr. Chairman, ConRail submitted 
to the assocition its r)-year plan which indic^ites that ConRail will re- 
quire at least $1.3 billion more in Federal funds in order to achieve 
financial self-sustainabilitj'. The association has always recognized 
that ConRail might require an additional funding authorization to 
achieve this goal. The original authorization did not make any mean- 
ingful provision for the possibility that key assumptions in the final 
system plan might not be realized. 



The association's staff is currently studying ConRail's future fund- 
ing needs as part of its review of ConRail's 5-year plan. This staff 
analysis will comprise an important part of the May 31 report. My 
testimony today serves as a prelude to that reports 

As a little background, when the fimding problems of ConRail be- 
came apparent, we established separate departments for finance and 
operations and increased the professional monitoring staff. The staff 
has expertise in marketing, cost analysis, operations, and equipment 
utilization and represents an effective monitoring capability, much of 
which did not exist less than a year ag;o. 

I might say, at this time, that this, in part, is a result of the initiative 
taken by Chairman Rooney and Mr. Skubitz to have Congress author- 
ize additional funds for tlie association's increased administrative 
expenses. 

As the chaii-man's statement indicated, ConRail has been in opera- 
tion for 2 years. I might indicate that we did not quite have time for 
a celebration on April 1 at the association. During that time, the com- 
pany has been endeavoring to correct the problems inherited from 
the bankrupt railroads. 

The earner's program, for example, in rehabilitating track and 
roadbed during the past two maintenance-of-way seasons has been 
impressive, and, in fact, has exceeded the goals of the final system 

However, despite such rcliabilitation gains, there have been prob- 
lems, both external and internal, which the association has been evalu- 
ating continuously. ConRail has been affected adversely by external 
forces, act of God. over wliicli the railroad has no control. These were 
caused by the weather and were aggravated by strikes among iron ore 
workers, coal miners, and longshoremen. 

Aside from tlicse acts of God and external problems, the association 
sees several critical areas where internal problems must be resolved 
positively if the company is to achieve the objectives it has established 
for itself in its own 5-year business plan. It must increase its volume of 
traffic, improve car and locomotive utilization, and institute other 
operational efficiencies necessary to reduce costs. 

While ConRail's 5-year forecast projects a turn-around from the 
historical shrinking traffic base of the Northeast, the total revenues 
projected for the 5-year period are $1.77 billion less than the final 
system plan projected for the same period. I can say categorically that 
iif ConRail's traffic base does not increase over the next 5 years, the rail- 
road cannot possibly become profitable with its present plant. 

Turning to utilization, ConRail expects a 14-percent improvement 
in the utilization rate of revenue cars, far from the goal in the final 
system plan for a 28-percent improvement. This target was too opti- 
mistic and did not account for the condition and size of the fleet in- 
herited or the higher costs of maintenance of that fleet. 

In ConRail's business plan, cash flow from operations is $1.8 billion 
less than that proiocted in the final system plan. Approximately 25 
percent of this difference is due to the lower number and quality of 
cars conveyed to ConRail than originally estimated. Another 25 per- 
cent of the reduction from the original target is caused by fJie lower 

•'olume levels now forecast. The remaining 50 percent of the difference 
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between the business plan and the final sjrstem plan results from the 
ditference between car utilization rates, if the cost of additional car 
acquisition is also included in the calculation. 

ConRail's locomotive fleet this past winter experienced the greatest 
out-of-service level in its brief history. This concerns the association 
because it puts tremendous constraints on revenues, especially in serv- 
ices demanding quick tum-aroimds such as piggyback service, which 
has deteriorated. 

We find that the correlation between out-of-service ratios and loco- 
motives and services has been very close. The service has been a prob- 
lem, and it has actually been deteriorating from ConEail's own mter- 
nal statistics for the last 2 years. Most of it may be laid to locomotive 
problems. I think that this is important if this committee considers 
the need for ConEail to increase its revenue base. Without service, 
it is difficult to achieve the revenues. 

With regard to efficiencies, ConRail sees efficiencies occurring in 
areas other than car utilization. The savings amount to about $1 bil- 
lion and are almost equally divided between those which require 
labor negotiations and those which do not. 

During the 1978 to 1982 period, ConRail anticipates making a 
financial turn-around primarily through gains in business volume and 
opei-ating efficiency. I'hese projections are optimistic in both areas, 
especially since increased volume is not completely witliin the rail- 
road's control. 

Another key favor in ConRail's forecast is the availability of Fed- 
eral investment, which constitutes an important source of the railroad's 
funds. If these funds are not available on a predictable basis, then Con- 
Rail cannot make the necessary capital expenditures called for in its 
business plan. 

If certain key elements in ConRail's 5-year plan are not realized, the 
railroad will require substantially more than the indicated $1.3 billion. 
These include assumptions regarding traffic volume, car and locomotive 
utilization and other operating efficiences to be achieved through labor 
negotiations and improvement in management control. 

The association's staff is currently studying the likelihood that Con- 
Rail will need public investment in addition to the $1.3 billion. At this 
point, however, we are not prepared to make any final judgment about 
the validity of these key assumptions. 

Moreover, on the basis of our initial analysis, ConRail's assumptions, 
particularly traffic volume, appear to be rather optimistic. 

Notwithstanding the magmtude of these problems and the difficul- 
ties in resolving them, ConRail still may be able to achieve the per- 
formance goals of its 5-year plan with an additional $1.3 billion in 
appropriated funds. Unfortunately, we shall not be certain for some 
months that those goals may be met. 

It is important, however, to provide through additional authoriza- 
tion and appropriations adequate funding to permit ConRail to con- 
tinue implementing the plans it has developed. To provide insufficient 
funds would curtail further rehabilitation of the physical plant, and 
this would create more problems in the future. 

Mr. Chairman, this is generally the backgroimd of my statement. I 
am open to whatever questions the committee might provide. 
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I might reference something that you said in your opening statement 
•with regard to continual subsidy for ConRail like Anitrak. The associa- 
tion looks upon ConRail as something substantially dift'erent from Am- 
trak. First of all, passenger operations, in any country, including the 
United States, are a very difficult area to define profitability. 

Furthermore, I think that this is impoitant as we look at the ConRail 
funding needs. The Govermnent investment into ConRail represents a 
small investment of its cash receipts, ^^^lereas the Government seems to 
be providing subsidies for Amtrak of over 50 percent of its total cash 
receipts. 

Government, on the other hand, during 1976 and 1977. provided only 
about 16 percent of ConRail's needs. In 1978 through 1982, under the 
ConRail proposed plan, this will be less favorable, more than 16 per- 
cent. 

Then, for the remainder of the 5-year period, the Government invest- 
ment will be only about 9 percent of the cash i-eceipts. This is an im- 
portant difference because you have a lot less problems in getting Con- 
Rail off the Federal funding mechanism, and reaching self-sustainabil- 
ity than you would with Amtrak. 

The second issue that I would like to address here is, when jou refer- 
ence how much USRA projections may have missed the percentage 
amoimt in the final system plan, and how nmch ConRail may need now, 
the Federal funding, of course, was only 10 to 15 percent of the needs. 

So all we have to do in the projection is miss by 1 or 2 percent of the 
total cash flow of an entity like ConRail, and that level is up consider- 
ably on the percentage missed on the Federal funding side. That is 
going to be important in any evaluation of ConRail's revenues and its 
projections for revenues because 3 percentage slippage in revenues has 
a tremendous impact on the total amoimt of Federal dollars required. 

Mr. Chairman and members of the subcommittee, I am now ready to 
answer any questions that you may have regarding the 5-year plan of 
ConRail and our analysis thereof. 

Mr. ROOIST:Y. The gentleman from New Jersey, Mr. Florio. 
Mr. FLORIO. Thank you, Mr. Chairman. 
I thinlf that it is objectively correct that there was an overstatement 

in the final system plan as to revenues that were to be anticipated. For 
the most part, it seems to me, that overstatement was flowing from an 
overly optimistic expectation of what the Northeast economy was going 
to do. 

As the Northeast economy was to come back under that projection, 
more revenues were anticipated, more traffic was anticipated. 

What corrections have you made, if any, in the 5-ycar plan pro- 
jections for increased traffic flowing from Northeast economic im- 
provement that you did not build into the final system plan ? 

Mr. COLE. Mr. Florio I tliink that it is prolSably an overstatement 
regarding the Northeast economy. As we see our projections right 
now, and using all the macro-economic figures available, and what 
we have seen for the past 2 years, there has been growth in the North- 
east economy. However, it is about only 80 percent of tlie growth of 
the rest of the Nation. 

It is unlikely that this economic situation has been the most sig- 
nificant, or has had the generally significant impact on ConRaU. 
There have been specific industry problems for the Northeast that 
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have impacted some important commodities for ConRail, iron and 
steel in particular. If you look at tlie coal strike in itiself, it has had 
its deep impact. 

ConRairs share of the Eastern rail mai'ket has not changed much. 
However, ConKail's share of the total transportation market seems 
to have declined. So an even faster growth rate in the Northeast 
economy would not have resulted in a pix>portional increase in Con- 
Rail tonnage. 

We are m the process right now of trying to examine with con- 
sultants the issue of the competitive situation in the Northeast, wlxich 
may be moi-e unportant tlian the economy of the Northeast in driv- 
ing ConRail's revenues down. 

Of course, the competitive situation is driven by ConRail's abil- 
ity to provide service. So the drop in revenues up to now, and even in 
the future may be much more a problem because of ConRaU's serv- 
ice reliability, car utilization and pricing, rather than tlie Northeast 
economy as tlie drivmg factor. 

The Northeast economy has its effect, but ConRail has not been 
able to provide the service demand that may have been out there. It 
does not help the Northeast economy either, if the lail service is not 
adquate, and they have to sliift to ti-ucking. It is a very complex 
issue. 

Mr, FLOKIO. No one would dispute the fact that it is a complex 
issue. 

In the analysis, or the analysis that you have of this complex is- 
sue, references to the Northeast economy's growth, ev^en though tlie 
growth has not been commensurate with the overall growth, really do 
not address the problems of what it is you transport, except the 
Northeast comes back to what it wants back. 

I would suggest to you that it is not going to come back on the basis 
of manufacturing. It is not going to come hack in the areas that you 
are the most concerned about, to the extent that we now have a much 
higher proportion of our revenues coming out of a service economy, 
which works to your detriment, because those are not things that you 
are going to be transporting. 

The only point that I raise is something that you said. Unless there 
is a turnaround of traffic volume. That volume is not going to turn- 
around if we have a service economy and a reduced manufacturing 
economy. Unless there is a turnaround, there will be no profit under 
the existing present plant. 

I am suggesting that mavbe the real problem is at the plant, "\^'^lat 
we have now is essentially the same plant that we had at the time when 
the economy of the Northeast was a manufacturing economy, and 
when there was a transportation of goods that you could pi-ofit from. 

So comparable plant's reduced ability to transport because the 
economy is not the same, and it is never going to be tlie same again, 
means that you have a self-fulfilling statement. You are not going to 
get the volume of traffic. You are not going to get the value of reve- 
nues as long as you have the existing plant. 

So that the real thrust has got to be to examine reductions in the 
£lants, so that they are proportional to the volume of traffic that can 

j generated by the system in tlie Northeast, and hopefully have an 
improved system for the Northeast. 

30-045—78 2 
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Mr. COLE. I follow you. Mr. Florio. Our position right now is, from 
GUI- own independent analysis which is different from ConRail's, we 
feel that tliere is for rail service the potential of turning around the 
system out there. There is a lot of demand that ConRail was not able 
to fulfill. It may still not be enough to achieve the revenues that are 
necessary to bring the turnaround. 

This IS one of the areas that we intend to analyze over the next 
year, and evaluate. If you cannot turn ConRail around from $1.3 
billion, or some incremental addition to that, then what alternatives do 
we have to deal with the plant, the type of rail service that can be 
liandled in the Northeast. 

Mr. FLORIO. Shouldn't all of those deliberations have gone into the 
5-year projection? 

You are presenting a plan at this point. You are going to be ask- 
ing for money to fund that plan over a 5-year period. Yet, you say 
that there are some variables that are still not thoroughly analyzed. 
Sliouldn't we be talking about interim plans, until we can get those 
very basic and elementalquestions answered ? 

Mr. COLE. Our analysis indicates that the $1.3 billion is basically a 
minimum amount. We have indicated that it is an optimistic level. 
(Consequently, it is a minimum amount. It can be looked at as the 
amount of money for ConRail to attempt to carry out its plan, which 
analyzes the turnaround, analyzes ConRail's strategy, et cetera. If 
ConRail cannot do it for the $1.3 billion, then we have had the in- 
terim time for other planning alternatives to go forward. 

The $1.3 billion can be looked at as the mmimum amount necessary 
for ConRail to have its opportunity to show that its planning, and it 
has done a lot of planning on this issue that j'ou raise, it has done a 
lot of market strategy' work. It has evaluated a variety of commodi- 
ties, in a line of business analysis, and its plan indicates that the 
turnaround can be done. 

Our concern is that even if you get a turnaround, it may not come 
as quickly as ConRail may project it. 

Mr. FLORID. This leads me to conclude that there are some who feel 
that the $1.3 billion is a substantial amount, as obviously it is, but 
before those moneys should be spent, particularly for capital expendi- 
tures, we should know what the extent of the plant should be over 
the long term, based on some of the things that you may be analyz- 
ing now. 

\Vlien we make our decision—what the committee is trying to do at 
this point, and I think that there is consensus on the committee, be- 
fore we plough too much more money into ConRail, maybe we should 
have the results of the DOT analysis as to what the total plant should 
look like, or what the total system should look like. Then we will deal 
with the numbers that are required to finance that plant. 

Mr. COLE. Your assumption is that ConRail over the next 2 or 3 
years, whatever the interim period might be, would be making capi- 
tal investments through the $1.3 billion, which would not be made if 
an alternative configuration, or an alternative approach to ConRail 
were accepted by Congress. 

I would like, very quickly, to have Mr. Yocura comment on that, 
since he is close to what type of capital expenditures are contemplated 
in the next 2 years, and I think that he might put you at ease on 
"ihat issue. 
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Mr. YocuM. We are very much concerned with the places where the 
capital improvements are going. ConRail has done a good job to date 
of concentrating these improvements in core trackage, which is the 
heavy density trackage. For the most part, the improvement is going 
into trackage which has more than 20 million tons a year, which is a 
sizable amount of railroad tonnage. That is the amount required for 
a line to be what Department of Energy classification calls a class A 
main lina 

On that basis, the great preponderance of the capital improvements 
are going into that part of the plant which would be left behind if the 
plant was substantialy rationalized in order to take account of the 
shrinking of the traffic base. 

We have been very careful to work with ConRail personnel to make 
sure that the investments that they are making are investments that 
can be defended—that is, that these investments are going into places 
where the volume and service orientation of the business is such that 
it can be a part of a profitable system later on—even if the plant 
needs to be rational izexi. 

Mr. FLIORIO. Let me conclude with one point and a request, if you 
would be in a position to provide to me, and I am sure that the other 
members of the committee would be interested in it—a projection as 
to the priority of projects. 

Mr. COLE. We can submit that. I have already, along with Con- 
Kail, done an analysis of that type of issue. 

Mr. RooNEY. The gentleman from Illinois, Mr. Madigan. 
Mr. MADIGAN. Mr. Cole, could you summarize for me the status of 

the Penn Central suit against ConRail ? 
Mr. COLE. Mr. Madigan, I would like to bring our vice president and 

general counsel up here. He is in the midst of dealing with this issue 
in the last few days. He will provide a specific summary. 

Mr. DicKiESON. The valuation of the assets of the bankrupt rail- 
roads which are transferred to ConRail has been pending since April 
1976. There have been a series of major opinions regarding that issue 
decided by the special court in which the case is being tried; the most 
recent decision was issuexi in October 1977. Prior to that, in April 1977, 
there was a major opinion dealing with the so-called erosion issue. 

The case is now in the discovery phase. It is starting to move toward 
trial. The Government parties have filed a motion attempting to set 
a trial schedule for the valuation period. The trustees have filed a 
motion of their own. Argument on these motions probably will be 
heard next week. At that point, we will have a better idea of how soon 
this case might get to trial. 

We have been at it now for 2 years, and we have a long way to go. 
Mr. MADIGAN. You do not have any forecast as to when it will oe 

finally resolved? 
Mr. DiCKiESON. My own view is that if the matter has to be tried 

completely through the court, the special court could not be done with 
its work for 2 to 4 years. Then you would have, after that, an appeal 
to the Supreme Court. 

Mr. MADIGAN. Mr. Cole, does the fact that the litigation is still 
pending impair what otherwise would be normal management prac- 
tices on the part of ConRail in the disposition of unprofitable property, 
for example ? 
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Mr. COLE. We Iiave had no indication tlmt this is a problem at all. 

I think that ConRail has been very concerned for its long-range future 
regarding tlie outcome of that case, and wliat the potential of the 
stock, wliicli is stock that goes under the 3R Act, to tlie foimer owner- 
trustees and the former creditors. 

From that standpoint, ConRail is looking down the line and raises 
a lot of issues. Right now, we see nothing wrong with that. 

Mr. Dickieson, do you .set- anything wrong with that ? 
Mr. DiCKffisoN. In terms of disposing of propei-ties, there have 

been some lawsuits, apait fi-om the main valuation proceedings, that 
have challenged our conveyancas of certain properties to ConRail. 
Most of tiiesc lawsuits have been settled. 

My own view would be that the conclusion of the valuation case 
would provide some benefit to ConRail in terms of the increased cer- 
tainty that it would have in dealing with its properties and its busi- 
ness, but that the problem caused by the pendencj* of the case does not 
approach the magnitude of the critical problems addressed in Mr. 
Cole's testimony. 

Mr. MADIOAN. Mr. Cole, you say to the Board, we have to go to 
Congress, and wc have to ask for this additional money. You are 
really preclude<l from pi-esenting the Board with alternatives on the 
various parts of the system. Is that not correct? 

Mr. COLE. One of the issues in tlie litigation is the issue of what 
the transfer might have done, and what we might have done in the 
alternative, if we had sold those properties. We have not looked at that 
as a hindrance to deal with the situation. 

Again, I will ask Mr. Dickieson to address that. 
Mr. DiCKiEsox. For ConRail to conclude that instead of asking 

for more money it should dispose of .some of its lines to some other 
railioad might be a difficult decision for it to reach right now because, 
in part, of tlie evaluation case. 

If the same pi'oix>sal. on the otlier hand, were to lie structured as 
a supplemental transaction under section 305 of the SR Act, then it 
would bo possible for the corporation to go ahead because such a 
transaction would be reviewed by the as,sociation, the Interstate Com- 
merce Commission, and most importantly by the special court. This 
review process would eliminate any exposure ConRail's Board might 
have to stocklioldei"s' claims that they have acted improperly. 

Mr. MADIOAN. Am I incoiTeot in assuming that the choice that is 
presented to the Board is to ask the Congress for more monej', or to 
do nothing. There are no otlier kinds of alteniative.s? 

Mr. COLE. The Board will not have, at this point, the May 31 rcfwrt, 
or a group of alternatives. The Board will have our basic analysis 
of their plan, our own basic projections of that plan. 

The ITSRA Board can conclude that that amoimt of money is more 
than they want to deal with, and raise the issue of interim financing 
that Mr. Florio has just talked about. Our Board can decide that this 
is the alternative, or that they want the entire amount authorized and 
appropriated by Congress. 

I think the problem is that there is no way that 3-ou can stop now 
and develop altoniatives which could be implemented before ConRail 
would need to utilize the funding that we are discussing today. 

Mr. Fi-onio. Would the gentleman yield ? 
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Mr. ilADiGAN. Yes. '    •    • 
Mr. Fix)Rio. Isn't it the case tliat you are currently negotiating, at 

least with one State, New Jersey, for the sale of certain properties 
in your commuter lines under the 900-day provision of the 3Ii Act, I 
believe. 

If those sales were to take place, that would generate revenue. Are 
those revenues being anticipated before the request is made of Con- 
gress, or is that something that is of second consideration? And are 
there any other such negotiations going on with anyone else? 

Mr. COLE. Under the 900-day provision, USRA is not involved. 
Mr. FLORIO. They are going'to have the benefit of the revenues. If 

they have the revenues, they will not need to come to USRA for a 
proiwrtionate demand of money. 

Air. COLE. We have not calculated that. I am not aware that in our 
projections that we have attempted specifically to deal with ConRail's 
mcome from those sources. I believe that basically the whole amount is 
insignificant. There is not a significant amount of revenues projected 
at all from those types of sales. 

Mr. FLORIO. You did not regard $1.3 billion as significant. What 
do you regard as not significant ? 

Jlr. DiCKiESON. The law provides that the transfer from ConRail 
to the commuter authorities under the 900-day option sluiU be at a 
price which is related to the price that ConRail paid for the property, 
at least prior to any determination by the special court. 

For the very limited number of commuter properties we are talking 
about, although we are involved in trying to find out precisely what 
that amoimt should be, it is quite small. It is not more %hsLn a few. 
million dollars. 

Mr. FLORIO. These are the only negotiations that are going on, as 
far as you know, the State of New Jersey ? 

Mr. COLE. The commuter authority is tlie only one that we know 
riglit now. 

Mr. FI,ORIO. Thank you very much. 
Mr. MADIOAN. When the system was originally being put together, 

tliere was some thought given, and I think some work done on the 
proposition that the Southern and Chessie System would really take 
over what is now ConRail. 

It is my undorstandins:, although I was not involved in any of 
this at the time, that fell apart because those two railroads were not 
agi-eeable to the labor agreements that were in effect at that time. 

If that understandinp of mine is correct I would like to know if any- 
one in ConRail is pursuing that? 

Mr. COLE. ConRail is not, that I am aware of, dealing with any 
big property trniisfei-s of the magnitude that we talked about there. 
I think that Con Rail is going ahead with some coordination-type proj- 
ects with the Chessie Svstem in particidar. But you are correct in the 
fact that these other alternative structures that we have put forth in 
our final sj-stem plan did fall through because of labor conditions and 
labor negotiations. 

It is my understanding, and this is from some interviews that our 
people have had with other railroads at tliat time, that they, in the 
ligiit of huidsi^t, would not be interested in resurrecting those trans- 
fers. They have no interest right now, basically, in the proposals, if 
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you were to put those forward, and the impediments that existed 3 
years ago would be removed. 

Mr. MADIGAN. What about the D. & H., should it go bankrupt? 
Mr. COLE. Our Board has addressed this issue several times, and 

so far there has been no conclusion that it should go bankrupt. It has 
been a hotly debated issue among the members of our board. Assuming 
that the D. & H. cannot continue its services beyond the short time, 
after going into bankruptcy, then the ICC might have to step in, and 
direct service orders which would cost the Federal Government much 
in addition to what we have remaining for the D. & H., and probably 
not buy much more time, if any more time. 

The issue of whether the D. & H. should be in bankruptcy is one that 
involves the interests of several States, New England, New York 
State. I can only say right now tliat we have different viewpoints on 
that even on the USRA Board. 

Mr. MADIGAW. Picking up on your use of the term "sensitivity anal- 
vsis," if I imderstand what that means—you look at what is gonig to 
happen to the economy in the areas which vou serve. You have different 
economic models that you slide back and forth. Then you make predic- 
tions about what is going to happen and how that is going to mipact 
on the business that ConRail does. Is that correct ? 

Mr. CoLB. That is onlv one element of it. Basically, the sensitivity 
analysis was a look at the different assumptions, the assumptions in 
tlie business plan and the revenues, car utilization, the efficiencies to 
be gained in certain areas, and the labor productivity improvements 
projected, and then decide what the upside and downside risks of each 
one of those is, and not go across the board and say, "Let's look at 10 
percent up, and 10 percent down, and that means that if anything goes 
wrong, the Federal Government has to put in so much more money. 
If everything goes right, it has to put in this much money." 

Our sensitivitjr analysis is to look at each assumption and come out 
with an optimistic side of ConRail's funding needs, and a pessimistic 
side of ConRail's funding needs. The pessimistic side is no turnaround 
in the revenue base, basically. It is where we are in our sensitivity 
analysis. 

Mr. MADIGAN. I am looking at a table in the report of the General 
Accounting Office. That table shows what ConRail s estimates were by 
nategory by quarter for 1976, and what they expected to haul, whether 
it was coal, automobiles, primary metals, or whatever it was. 

All of those tonnage figures are estimated by quarter and category. 
There are 6 categories, and 24 figures that we can deal with. It is done 
for 2 years—1976 and 1977—giving us a total of 48 numbers that we 
ran look at. In every case it appears that ConRail was wrong. In every 
case, with perhaps one exception, they overestimated by categor}- anii 
ijy quarter how much business they would be doing. 

Is that done on the basis of some econometric model that is given 
tliom by somebody else ? 

Mr. Coix. I would like Mr. Yocum to explain both what ConRail 
does for its projections and what we are doing now. I might state that 
it is my firm conclusion that USRA now has a stronger economic fore- 
casting projection as we go along than we had for the PSP and FSP. 

We liave a system in which we follow the macroeconomic changes 
as they come in. 
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Mr. Yocum, you might comment on what ConRail is doing, and what 
we are doing. 

Mr. YOCUM. Tlie projections for 1976 in the table of the GAO report 
are from the final system plan. However, as is noted in footnote A, there 
is a serious problem with those statistics in that there is double count- 
ing for any business that was handled on two or more of tlie predeces- 
sor railroads. In other words, any business that was both on the Read- 
ing and the Lehigh Valley is counted more than once. So the right-hand 
side does not compare completely with the left-hand side. 

However, the general point is the one that I think Mr. Florio was 
making earlier, and it is made directly in tlie analysis of those two 
tables. If this trend continues, and ConRail does not turnaround the 
decrease in tonnage that it has experienced in 1976 and 1977 within its 
present configuration, it cannot become a self-sustaining railroad. 

"We have already stated that we concur with that "Why we are 
analyzing these individual commodities is to take the general economic 
conditions of the Northeast economy, locate various indicator, in- 
cluding tihose which separate manufacturing from service industries, 
for instnce, then translate them into forecasts by commodity. 

ConRail has done the same thing. It is our analysis that its 5-year- 
plan can be met in terms of the traffic available from the macroeconomic 
tx>int of view. Our concern is, principally, whether it will be able to 
pi-ovide the service. "We are more concerned about ConRail's ability to 
provide a high enough level of service to be able to reverse the figures 
on the tables you see on page 20, than we ai"e that the traffic will be 
available. 

In fact, there are equivalent figures for some competitors, particu- 
larly in the trucking industry, that show that there was much more 
tonnage handled by those particular companies in competition with 
ConRail than they did anticipate because ConRail, whether it is be- 
cause of problems, gave away some substantial ainoimt of tonnage, par- 
ticularly in certain commodities. 

Of the commodities that show the bigjrest deviation, I would call 
your attention to the fact that the metallic ores tonnage on table 2, is 
the result of factors beyond ConRail's control—that 5.51 in the fii-st 
quarter was a direct result of the strike. So there are some factors in 
there that are beyond ConRail's control. 

Mr. MADIGAN. In 1 year, stone, clay, glass and other low value ma- 
terials, they estimated a tonnage of 16 million tons. I assume that this 
is what that means. They never acheivcd tliat. 

The following year, they estimated a higher tonnage, and acliievod 
even less. That would seem to suggest that whoever is maldng those 
estimates was not even paying any attention to what was going on 
during the year 1976. "Wliat does that suggest to you, Mr. Yocum ? 

Mr. YOCUM. The general performance on the estimating has not been 
fifood. It varies by commodity. It does happen that that particular mar- 
ket has more double counting: than most of the othere, but tlie i^er- 
formance is still bad. "WTien the double counting is removed, we have 
gone over the current 5-year projections, which ai-e not in here, on a 
market-by-market, commo<lity-by-commodity basis. 

It is onr conviction thut the demand is there, even in the lower value 
commodities. T would like to point out that both of these forecasts 
were made in the final system plan, so that they were both completed 



prior to the middle of 1976. So it is not completely a lack of looking at 
the first forecast in the case of the second one. because the second fore- 
cast was made exactly the same time as the first cme. Thus, they were 
presented no opportunity to learn from the first year. The 16.3 estimate 
was not made after any of the facts shown in table 1 had taken place. 
So it was actually an estimate ahead of time, looking 2 years out. 

It is not completely uncharacteristic that the further out you go, the 
greater percentage of error you are likely to have. 

Mr. MADIOAX. For the purpose of reassuring me, may I be guaranteed 
that the same i;)erson responsible for tliis is not now estimating how 
much money ConRail needs? 

^Ir. YoctM. Yes. sir. you may. 
Mr. MADIGAX. Thank you, Mr. Chairman. 
Mr. MrRPny. Mr. Chairman we probably have 10 minutes to vote. 

Perhaps we should come back after the vote. 
Afr. RooxT.r. The conmiittee will rece.ss for 15 minutes. 
[Brief recess.] 
jfr. Rr)ON-EV. The gentleman fi-om Xew York. Mr. MurjJiy is recog- 

nizp<l. ^AHiile we are awaiting his arrival, let me a.'sk you a couple of 
questions with respect to the financial stability of ConRail. 

How is ConRail rated for debt in the financial conununity ? 
Mr. COLE. AS I understood, they had not received a rating. I have 

Mr. Anderson with me here, who has been following this closely, and 
he might make a couple of comments on that, if he might, as to why 
they are not necessarily rated at this time, as other railroads are, 

Mr. AxDEiLsox. To have a rating, you should have a tunes-charges 
eame*!. which ConRail does not have. If you are talking about equiiv 
ment financing, they could, if they wished, have had a rating of Baa, 
which would not have l)een ver>' good for them. 

They have had no trouble, to date, in acquiring outside equipment 
financing. In fact, they far exceeded what we thought they would do. 

If you are talking about lx)nds or mortgage debt, it will be a consider- 
able numl^r of years before they will 1^ eligible to lx>rn>w money on 
their own without a Government guarantee, which I don't think they 
should have. 

Jfr. R/^>fiXEV. It is my understanding that it is very difficult for rail- 
roads with a Baa rating to receive any kind of funds in the private 
market. Is that correct ? 

Mr. ANDERSON. The Baa rating is limited to railroads who are in or 
near bankrnptcv. The Pennsylvania Railroad, for instance, is listed as 
Baa. 

Mr. RooNEv. How does ConRail rate with respect toother railroads 
in Hie coimtrv? 

Mr. AxDERSox. They are really to a point where they are able this 
year to take alx>ut $300 million of their own equipment paper, this is 
well secured paj>er, equipment that could be sold  

Mr. RooxEY. It will be well secured if we pass this bill. 
Mr. .A^xDERSox. It would be well secured if you do not pass the bill. 
Afr. COLE. '\^niether the financial community will look to that alone. 
MI-. AXDERSOX. If you do not pa.ss this bill, ConRail would have 

more trouble of paying for it than getting it. But the equiiiinent is 
so good that it would go. So don't ooimt rating, when you are count- 
incr eouipment placing. At this time, hopper cars and that sort of 
thing are very much in demand. 
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Mr." HOONEY. DO I understand that ConRail obtained $6 million 
in private sector equipment financing in 1976 ? 

Mr. COLE. It was more than that. •      •       • 
Mr..Roo>rEY. In the private sector? 
Mr. ANDERSON. It was $10 million that they got. 
Mr. RooNEY. This is from USRA, those are your figures. 
Mr. ANDERSON. That was closed. That was not committed. 
Mr. RooNEY. You have $141 million in 1977. 
Mr. ANDERSON. They had a commitment of $175 million in 1977. 
Mr. RooNEY. Has this amount of financing been in accjordance with 

the plan? 
Mr. C!oLE. It exceeded it bv far. We had not anticipated that they 

would need equipment for the first 2 yeare. Whatever they necdetl, 
we assumed, because of the startup and the financial problems of 
getting underway, that the financing community might be slow com- 
mg behind them in this equipment, therefore, we had projected 
for equipment financing for the first 2 years that the Government 
f imds would cover it. 

Mr. RooNEY. Do you believe that ConRail will be able to receiving 
the additional $900 million in private sector financing? 

Mr. COLE. The record to date indicates that they may be able to. 
We were a little pes.simistic that they would be able to cover that 
amount this year. But they have been so successful in getting commit- 
ments for their funding this year that we are optimistic now that tiiey 
may be able to reach that amount of $900 million. 

Mr. COLE. The record to date indicates that they must be able to. We 
were a little pessimistic that they would be able to cover that amount 
this year. But they have been so successful in getting commitments 
for their funding this year that we are optimistic now that they may 
be able to reach that amoimt of $90 million. 

Mr. ANDERSON. If the bill is i^assed, they will be very close to 
reacliing that goal. 

Mr. RooNEY. On page 7, and continued on page 8 of your state- 
ment, you indicate that there is a possibility that ConRail would newl 
a public investment in addition to the currently projected $1.3 billion. 

Mr. Cole, would you agree that if additional financing of some 
reasonable amount is necessary, that in your opinion this would not 
automatically mean that the ConRail concept should l)e abandoned 
in favor of some other type of solution ? 

Mr. COLE. Yes, I would agree to that, Mr. Rooney. The $1.3 billion 
is ConRail's projection. It was based on assumptions of last fall which 
did not take into consideration the variety of factors that have already 
changed, starting with the prolonged coal strike, a little tougher 
winter, more locomotive problems. 

If our projections indicate that it may take a little longer before 
they reach that turnaround in revenues, which Mr. Florio and I ex- 
changed comments regarding, it just means that it will take longer. It 
does not mean that the ConRail concept is not the answer, but that it 
will take a longer time to implement. The $1.3 billion is the incremental 
amoimt. 

Mr. RooNEY. Would you say that the $1.3 is a conservative estimate ? 
Mr. Coi-E. Yes. It is a very conservative estimate on a very optimistic 

plan. 
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Mr. RooNET. I might say, Mr. Cole, I am completely in agreement 
with the $1.3 billion. But you have $2.1 billion, and now you are after 
$1.3 billion, and that is conservative. It reminds me of a replay of the 
Amtrak hearings that we have had over the years. 

Let me say this, I would suggest that you go back to your board. 
This committee and this Congress will not tolerate $1.3 billion this 
year, another estimate next year, and one the following year. I think 
tliat you had better get the trains on the tracks. 

Mr. COLE. That is why we are not running in without a final analysis 
to say that the $1.3 billion is the number. We also intend that if the 
$1.3 billion does not do it, and it takes x number of dollars more, when 
TTSRA comes back for sr dollars more, we will have a variety of 
alternatives and the cost of those alternatives. We will not just come 
back for more money. 

Mr. RooNEY. The gentleman from New York, Mr. Murphy, is recog- 
nized for 5 minutes. 

Mr. MuRPHT. Thank you, Mr. Chairman. I indicated earlier that we 
have some very serious problems in New York with ConRail. We tried 
to address them back in 1976 with some amendments to the basic act. 
I will not go over those in detail, but how close a supervision does 
TTSRA have on ConRail ? 

Mr. COLE. This is an area. Mr. Murphy, that was simply an amend- 
ment that provided for port equalization under the Interstate Com- 
meire Act. We have looked upon the ICC as the enforcer of that. We 
have been following the activities here, and have some knowledge of 
the issues involved, but we have not been enforcing nor in any way 
dictating to ConRail how it ought to approach that issue. 

Specifically, I think that we understand what has been happening 
and the issues involved, and what ConRail has been doing. 

Mr. MFRPHT. How close a supervision do you have on ConRail, and 
wlio does it, what number of personnel! 

Mr. COLE. Fundamentally, from the beginning of the 3R Act, the 
financing agreement, the way that Congress provided for IJSRA as a 
monitor rather than a supervisor of ConRail, we are not in any way 
snnervising ConRail. 

>rr. MURPHY. But you know what goes on ? 
Mr. COLE. We attempt to find out what goes on. 
Mr. MtTRPHY. You know what the law says. 
Mr. COLE. We know basically what the law says. We have not made 

any legal interpretations to see whether ConRail was doing it. We felt 
tliat this was the ICC's basic role. 

Mr. MURPHY. You communicate with ConRail ? 
Mr. COLE. On this issue, we have dialogs with them, but I don't think 

tlint wp have communicated with them in any direction. 
Mr. MURPHY. Basically, there have been two problems. One of them 

between points in the Midwest, better than 300 miles from North- 
eastern ports, which are ports between Maine and Virginia. We find 
that a movement from Peoria would be $82 cheaper if it was a trailer 
on flatcar. or a container on flatoar movement. 

Tt was clearly established in 1963 that freight moving from that area 
to Northeastern norts would be on a nondiscriminatory rate basis. 
That is. to keen tho norts equalized or competitive amonest each other. 
Bnf wp hnve the TOFC and COFC rates come in under a different 
basis. They are not interpreted as cargo moving in a boxcar. 
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I think thatihe intent of the act was, of course, to have equalization 
on cargo, whether on trailers on flatcars or whether in containers to 
these ports. 

Now, we go to an amendment back in 1976 which not only talked 
about the question of between those points, that is the Midwest and 
the Northeastern ports, but we added the words, after "between," "and 
within," so that we corrected a problem as it affected one particular 
port, of course the Port of New York, and that is to have an equalized 
lute within that port, whether that rate was to the New Jersey side 
of the port, or to tne New York side of the port. 

Now, I will read from the record. 
As the USRA final system plan recognizes, volume 2, page 10, the New York 

Harbor Is the only port on the Elastem seaboard where because of a lack of direct 
rail access, carfloat operations are required to serve docks and other locations. 
Moreover, USRA has stated In its Preliminary System Plan, i>age 360, "Tradi- 
tionally, rates to the New York area have been equalized. This equalization was 
predicated on a premise that the New York City or New Jersey shoreline were 
integral parts of a single economic entity." 

Indeed, the USRA Final System Plan, volume 2, page 246, acknowledges testi- 
mony that a surcharge on rail carfloat operations in the New York Harbor would 
ruin New York as a Port City. 

Therefore, this language is adopted in this part of the law. 
Yet, what do we find today ? We find that we do not have an equali- 

zation of rates within that, port. We find that CVmRail has gone to 
the point to be a total monopoly of rail service into that port, dis- 
criminating against the New York side, the Brooklyn waterfront, the 
Staten Island part, as well as inhibiting the Chessie System from 
being able to move from Camden or Philadelphia up to the areas in 
New York where we have direct rail communication. 

Now, it is a ConRail problem. It is not an ICC problem. ConRail 
has circumvented, as much as I can see, the intent of the law. 

Would you address yourself to that, please? 
Mr. COLE. Let me turn to Mr. Yocum, who has been following this 

issue, and understands the port equalization situation both from his 
monitoring with us, and from his past experience several years ago 
with the Chessie System. 

Mr. YocTjM. The background on the boxcars versus the TOFC and 
the COFC is exactly right. Historically, ConRail personnel have 
addressed itself to this, and I think that they will be prepared to talk 
about it when they come in here tomorrow. 

Their interpretation obviously is that they have complied with the 
law. The setting of the rates and the enforcing of how the rates are 
applied is a function of the Interstate Commerce Commission. On 
that basis, and also because there are court suits involvexl in this 
Earticular matter, we have allowed this particular matter to be worked 

Btween the Commission and ConRail, and it is now being resolved 
in the courts. 

Mr. MtTRPHY. Mr. Yocum, who files the rates with the Interstate 
Commerce Commission ? ConRail does. 

How can you say that it is the Interstate Commerce Commission 
that is discriminating. It is ConRail that, discriminates when they file 
the rates. 

Mr. YocTTM. If the rate is discriminatory, it can be disallowed by 
the Commission. 
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Mr. MtTBFUY. After how long a period of time; 18 months? 
• Mr. YoctTM. No, sir. Quite often tliose rates, when such a finding is 
made, are not even allowed to apply initially. They are not allowed 
to go irtt6 effect. There is what is called an investigation aiid suspen- 
sion proceeding, which prohibits the rates fix>m going in initially, 
and thftt is generally what happens rather than their being investi- 
gated after they are in effect. 

Mr. MTTRPHY. Has ConRail established commodity tariffs which do 
not include points on the New York side of the port ? 

Mr. YocTJM. Yes, there are tariffs like that. There are some physical 
limitations for some of those tariffs in that there are clearances on 
the New York side which do not exist on the New Jersey side, and 
there are other specific circumstances. 

The TOFC or the COFC question, to some extent, is based on the 
clearance question, and where the physical limitation is such that the 
carrier cannot take the traffic into the port, that obviously precludes 
it from being in the rate. 

Mr. MURPHY. In such cases, does ConRail require an additional 
payment when the cargo is destined for the New York side of the 
poit? 

Mr. Yacvu. This is a side that has come into play because of the 
settlement of the drayage charge. On the COFC and TOFC tariffs, 
yes, sir. there are additional drayage charges. 

Mr. MURPHY. What about the law that says i-ates will be equalized 
within the port, and here you are admitting that you are addmg sur- 
chai'ges to rates for that port, when they go to the New York side of 
the port ? 

Mr. YocuM. The question is one which you addi-eSvSed earlier, which 
is whether the TOFC or COFC matter is the same as tlie boxcar. As 
I have said previously, this is something that is being looked at by 
the courts, and this is something over which the ICC specifically has 
jurisdiction. Therefore, we have not pui-sued it. 

Mr. MURPHY. You know that the State of New York has put 
$9.9 million into the Brooklyn waterfront facilities, and $2.2 million 
has been spent in finalizing a link into the container port, at Holland 
Hook. Yet we have surcharges on the Staten Island Railway Co.. and 
are not the same rates that are charged to the Port of New York and 
New Jersey Atithority for Port Elizabeth and Port Newark, again 
clearly in circumvention. I think, of the intent and the spirit and the 
letter of the act which I just read to you. 

Mr. YocuM. The Holland Hook facility in 1976 operated at approx- 
imately 50 percent of its capacity with 155.000 containei-s. Many of 
those did come to and from ConRail. However, as vou Icnow. they 
came from the New Jei-sey side. They came frwn Kearney and the 
meadows. They did not come by iwl. 

One of the things that historically is involved in this is the his- 
torical relationship of the rail carriers on Staten Island and in the 
New York-New Jersey area. As you know, the Staten Island Road 
was a part, of the general confederation of the Chessie System. There 
were I'outes in connection with Reading and CN,I. 

With the amount of cfujacity that ConRail inherited with the 
Lehigh Valley facility at Oak Island, the facilities at Craxton, and 
the ConRail facilities at Kearney and Weehawken. there was enough 
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capacity to handle the business, that way. That is one Qf the prin^. 
cipal rpasons why the. business is handled throudi Kearney and these 
other piggyback locations rather than on UieSIRC itself. 

INIr. MtRPHY. The reason for the problem with the CIRC is that 
ConRail operates a monopoly to New York. Tliere is no competing 
line, and there should be a competing line on the Chessie route right 
up to the SIRC. 

I will ask you this question. Is the Kearney facility overcrowded ? 
jNIr. YocuM. Over the past winter, the ConRail facilities were badly 

overcrowded. This overcrowding started in connection with the Long-' 
shoremen strike. It continued through the winter. There were very 
serious problems with the way the winter itself was handled at those 
facilities. There were many trailers that were frozen into the ground, 
and were there for a substantial length of time. It was notimtil the 
last 3 weeks that the imposition of seldom used bill of lading provi-' 
mons allowed those terminals to become fluid. 

Mr. MURPHY. Has ConRail been trucking trafBc from Philadelphia 
to the Port of New York ? 

Mr. YocuM. It has. on some occasions, in order to provide better 
service. The traffic that is coming from Philadelphia to New York, is 
not originating in Philadelphia. It is really thi-ough business that is 
terminating in New York. In a few cases, where there were interrup- 
tions due to problems of an oi)erating nature, in order to expedite the 
business, some of that traffic has been drayed. That is right. 

Mr. MuRPHT. "Will ConRail be preparerl to give the Chessie System 
trackage right on a nondiscriminatory basis between Philadelphia and 
Cranford Junction ? 

Mr. YocuM. As Mr. Cole has mentioned, T have met on several occa- 
sions jointly with representatives of ConRail and the Chessie, and 
there are a large number of projects where those two roads are coop- 
erating, somewliere in the neighlx)rhood of 50 at this point, when all 
counted. 

I would have to tell you that there has been no suggestion at any of 
the times that I have attended those sessions of such traffic rights. 

Mr. MuRriiY. I don't know how I can personally support those ap- 
propriations, or authorizations, really, when T have seen the operations 
of USRA and ConRail in permitting the Pennsylvania Railroad to 
sell oif its tugs and attempt to sell oflf its carfloats and the movement 
to ti-y and isolate further the portions of the Port of New York on the 
New York side. 

Then to .see ConRail come in and file with the ICC rates that are 
clearly in circumvention of the act that we all cooperatively tried to 
pass. 

I will leave that with you, and perhaps you will have a little closer 
communication with ConRail in this area in the future. I will be look- 
ing forward to seeing ConRail tomorrow. I have no further questions. 

Mr. RooNEY. Thank you very much. Mr. Cole. 
Mr. COLE. Thank you very much, Mr. Chairman, and members of 

the subcommittee. 
Mr. RooNEY. Our next witness will be Mr. ,T. Robert Morton, presi- 

dent, National Industrial Traffic Ijcague. He is accompanied by Mr. 
James E. Bartley, executive vice president; and Mr. John F. Dohelan, 
general counseL 
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Mr. MORTON. I am J. Robert Morton. I submit this statement on be- 
half of the National Industrial Traffic League whose headquarters are 
here in Washington. In making this presentation for the league, I am 
appearing as president of the NiT League. I am employed by Combus- 
tion Engineermg, Inc., Stamford, Conn, as vice president of corporate 
transportation and distribution. My experience in the field of mdus- 
trial traffic management spans more than 40 years. I am accompanied 
by Mr. James Bartley, executive vice president of the National Indus- 
trial Traffic League in Washington, and Mr. John F. Donelan, general 
counsel for the league and senior partner in the Washington, D.C., 
law firm of Donelan, Cleary, Wood and Maser. 

Mr. Chairman, and members of the committee, I want to thank you 
for permitting us to make this statement, and for also including our 
statement in the record. I want to thank you and we want to do all 
wo can to assist your committee in the resolution of this question of 
the money for the USRA and for ConRail. 

The league's primary concern is to provide for the Nation and all 
its shippers a sound, efficient, well-managed transportation system, 
privately owned and operated. The league is dexiicated to insuring a 
system of transportation adequate to meet the needs of the commerce 
of the United States and the national defense. 

To represent its members, the league regularly appears before the 
Interstate Commerce Commission, the Department of Transportation, 
and other transportation regulatory bodies and agencies as well as 
offering input concerning transportation matters before the commit- 
tees of the Congress of the United States. My appearance hero today 
is in support of H.R. 11492. 

The leatrue and its members have been very much concerned and in- 
volved with the problems confronting the railroad indnstrv. particu- 
larly in the northeastern and middle western areas of tlie Notion. The 
league activpiy participated in the congressional hearin."^ loading to 
the enactment of Regional Rail Reorcranization Act of 19~S. the Rail- 
road Revitalizntion and Regulatorv Reform Act of 107fi. Pn^lic T^aw 
94-210, nnd the Rail Transportfltion Improvement Act, Public Law 
94-555, the ^o-callcd son of ConRail bill. 

It has commented on the numerous proceedings surrounding the 
preliminary nnd final system plan, the enactment of PuMif Law 94- 
210, ex parte 329, the "Standards and Classifications of Rail lines of 
the Unifpfl Santos," and the Rail Services Planninjr O^^fps' recentlv 
published rn-l merger study. Most recently, league mcmbore liave of- 
fered thpir tlioufrhts and input to the Federal Railroad Administra- 
tion in Dn'^l-of No. 401-2, development of a midwestem rail system 
plan. 

The U.S. Railway Association, as well as the league members, rec- 
ognized the extremely difficult and complex task to be faced in the 
coming years. USRA noted: 

A task w> pomplex as the restrnettirinK of the rail systpm In thp Northeast 
Region must '•e PTOlntlonary. The American economy owes Its essentlnl dvnamlsm 



to the ability of individual flrma to shift, to adjust, to adapt, to give Incentives 
and to test new Ideas and new markets. What is important is that economic forces 
be allowed to work themselves out within an established framework of fairness 
and guaranteed continuation of essential services. The very nature of the com- 
petitive market place requires flexibility so that corporations may adapt to 
clianginK conditions. 

In our statement to the rail Services Planning Office with respect 
to the preliminary system plan, we stated: 

The limitations of time and the complex nature of the financial projections 
preclude any detailed examination. The projected financial pro formas are based 
on the occurrence of many factors including increased traflBc volume, selective 
rate Increases, branch line subsidies, passenger subsidies, etc. There are many 
factors, including the general state of the economy, which could preclude ConRail 
from realizing the financial position projected. Failure to increase volume or 
failure to obtain selective rate increases on a timely basis are but two factors 
which could jeopardize or nullify successful reorganization. 

Quoting further: 
Recognizing the critical importance of these financial projections and the need 

to Insure that actual results compare favorably with them, the League suggests 
that USRA provide detailed, periodic reports of the actual results vis-a-vis the 
projections, in addition to Its annual report to the Congress and the President. 
Such periodic reports would allow all interested parties the opportunity to siig- 
gest appropriate changes, on a timely basis, if such changes become necessary 
or appropriate. 

On April 1, 1976, when ConRail started up operations, officials at 
ConRail encountered a significant surprise factor to find that the roll- 
ing stock acquired from the bankrupt rails was in much poorer con- 
dition than projected in the final system plan. 

During the months prior to conveyance the bankrupts evidently 
allowed their rolling stock, both locomotives and freight cars, to deteri- 
orate to a level not anticipated plus roadbed rehabilitation, well be- 
yond what was originally anticipated. 

In its 5-year business plan, released by ConRail on Februray 15, 
1978, ConRail said, and I quote: 

In reporting on the Railroad's 1976 performance to the Congress, USRA 
stated "the freight equipment conveyed to ConRail was in worse shape than 
anticipated." The report then examined the pattern of locomotive and car bad 
order ratios and indicated, despite the fact that ConRail's 1976 equipment re- 
pairs exceeded the Final System Plan estimates, that there is yet no clear pat- 
tern of imj)rovement, with resiwct to equipment. 

Concluding the section regarding equipment, ConRail said further: 
In sum, equipment probletms have created one of the most significant issues 

with which ConRail has had to deal In the Plan. With equipment retirements 
higher than anticipated, with car hire and ownership costs increasing, and with a 
compelling need to Improve service capability through the provi.<!ioii of sufficient, 
reliable cars, ConRail's equipment expenditures are projected to exceed FSP 
estimates by a substantial margin. 

The problems outlined above regarding equipment repair and main- 
tenance, the league believes, further justify the passage of H.R. 11492. 

In submitting their 5-year business plan, Febniarv 15, 1978, Con- 
Rail recalled the USRA caution that the final system plan was "heavily 
dependent on future projection of uncertain events" and reiterated 
their belief that the ConRail structure still provides the best oppor- 
tunity to fulfill Congress's goals. 

The '    " ' «! ^hft, ConRail '""- succeeded in vw''- - '"-^ny of 
the goals established for it in the final system plan, including" the 
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assemblying of a dedicated management team, substantial improve- 
meuts in the physical plant and equipment, and positive steps toward 
the encouragement of profitable traffic. 

The league also notes the extreme difiiculties encountered during 
two of the severest winter seasons on record along with a coal strike 
of lengthy duration resulting in massive losses of revenue producing 
tonnage. 

League members believe that ConRail does represent the best op- 
portunity to meet the needs of the region. As we have previously indi- 
cated, the stake of the members of tlie league is literally enormous in 
seeing to it that tlie objective of a viable, efficient-, and healthy railroad 
system is achieved. We believe that the additional appropriation of 
$600 million to be authorized to the U.S. Railway Association for pur- 
poses of purchasing the securities of the Consolidated Rail Corp. is 
appropriate to insure the continuation of essential services, the contmu- 
ation of improvement and rehabilitation efforts and the ultimate reten- 
tion of this major enterprise in the private sector of business. The 
league believes that ConRail's 5-year business plan is realistic in view 
of the changed conditions since conveyance started 2 years ago. For 
the reasons stated, the league urges your favoiuble support of H.R. 
11492. 

As president of the National Industrial Traffic League, I want to 
thank the subcommittee for this opportunity to express our views. 

Mr. RooNET. Thank you very much, Mr. Morton. 
On page 3 of your statement, I quote you, you state that periodic 

reports should be submitted, which allow all interested parties the op- 
portunity to suggest appropriate clianges, on a timely basis, if such 
changes became necessary or appropriate. 

Obviously, Mr. Morton, we have reached the point where changes 
are necessary and appropriate. My question is, do you have any sug- 
gestions at this time, other than your recommendation for the addi- 
tional financing in the amount of $600 million ? 

Mr. MORTON. We have no recommendation at this time. We have 
not had the opportunity to make projections or forecasts. We look to 
the L'SRA and the Federal Railroad Administration and others to 
make those projections. 

Mr. RooNEY. Mr. Morton, as a shipping organization, would you 
give the committee an overall view as to the adequacy of ConRail to 
the shippers that you represent; are they satisfied, dissatisfied, happy ? 

Mr. MORTON. I would like to speak first from my position with 
Combustion Engineering, and I would say that we are satisfied. I just 
recently made a poll of several of our shipping locations on ConRail, 
and we are satisfied with the service that we are getting. 

From the standpoint of members of the league, we have had no 
severe criticism. There has been some in the winter, Chainnan Rooney, 
and so on, but overall I can say that the service has been satisfactory. 

Mr. RooNEY. Thank you very much. 
Mr. Skubitz? 
Mr. SKUBITZ. On page 4 of your testimony, the first paragraph, you 

seem to favor ConRail going full speed ahead with the purchase of 
new equipment. What effect is that having on other railroads which 
are placing orders for new equipment? 

Isn't that working to their detriment and making difficult for some 
of the competing ones to get new equipment, such as the Chessie? 
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Mr. MoRTOX. I am not sure, Mr. Skubitz, that I am in a {position to 
really answer that question. I think that the other rail carriers are. 

Mr. SKUBFTZ. That is one of the complaints that I have received, 
ConRail f^mg ahead and placing orders, the other railroads say that 
it makes it difficult for them to get any new equipment. 

Mr. MoRT(:)N. Let's put it this way. I think that right now, we, in the 
United States—let's forget ConRail and let's forget the Northeast ex- 
perience—the railroads have experienced shortages of equipment. I 
think that this is true nationally. 

I think that any equipment that is added to the general railroad 
pool, whether it is added by ConEail or any other railroad, it flows 
between the roads and this eventually helps the shippers. 

Mr. SKUBITZ. ConRail is rather notorious for holding other people's 
equipment, getting equipment and cars from other companies, and 
holding them on their lines. 

Mr. MoRTOx. I am not familiar with that, sir. 
Mr. SKTJBrrz. I have received a lot of complaints by farmers and 

grain shippers that there is a critical shortage of hopper cars. The 
Agricultural Department places that blame on ConRail's door. Do you 
have any comment to make on that ? 

Mr. MORTON. NO, I haven't. I am not familiar with it. 
Mr. SKUBITZ. Mnnv small businesses are being driven to the wall 

because of their inability to get cars. Do you have any comment on 
that? 

Mr. MoRTOx. No, sir. 
Mr. SKUBTTZ. The shippers, are you familiar with their problems? 
Mr. MoRTox. I will let Mr. Bartley answer for the league. 
Mr. BARTU:Y. As Mr. Morton pointed out earlier, the Interstate 

Commerce Commission, at the present time, has announced that this 
is the most severe shortage of freight carrying equipment throughout 
the United States that has been experienced since the early sixties. I 
think that this is a real bad situation for all the shippers, whether 
they are large, small, or whether they are grain shippers or pipe ship- 
pers, steel or scrap, or whatever. 

Anything to get more equipment into the traffic flow is one of our 
objectives. 

Mr. SKUBITZ. T have been here for 3.5 years, and T have been hearing 
about car shortages for 35 years, and it is always the most severe, but 
each year it gets worse. I am beginning to wonder when it is going to 
start improving. 

Mr. BARTLET. That is what we are looking for. We are looking for 
solutions. We have made several recommendations over the years. 

Mr. SKUBITZ. I have no more questions. 
Mr. RooxET. Thank you very much, Mr. Morton, and your col- 

leagues. 
The subcommittee must apologize to Mr. Snyder and Mr. Dempsey, 

but we have to again go and vote. We will then come back and con- 
clude. We will take a 10-minute recess. 

[Brief recess.] 
Mr. RooxF.T. Our next witneas will be Mr. James R. Snyder, chair- 

man, legislative Committee, Railway Labor Executives' Association, 
and national legislative director. United Transportation Union, ac- 
companied by ifr. William J. Mahoney, attorney. 

Mr. Snyder. you may proceed. 
33-045—78 3 
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STATEMENT OF JAMES R. SNYDEK, CHAIEMAN, LEGISLATIVE 
COMMITTEE, RAILWAY LABOR EXECUTIVES' ASSOCIATION, AC- 
COMPANIED BY WILLL&M J. MAHONEY, COUNSEL 

Mr. SxYDER. Thank vou, !Mr. Chairman and members of the sub- 
committee. As you so ali>lv pointed out, my associate is Mr. William 
Mahoney, who is counsel iov RLEA. We have a very short statement, 
and with j'our permission, I will just read it. It is very short, Mr, 
Cliairman. 

Mr. RooNEY. I have heard you testify before this subcommittee 
many times, and all of your statements are usually short, concise, and 
right to the point. 

Mr. SNYDER. Not always, but most of the time. 
The Railway Labor Executives' Association appreciates this op- 

portunity to present the views of their members and some 80,000 to 
85,000 railroad employees they represent on ConRail in support of 
the continued existence of ConRail as the only feasible concept yet to 
emerge as a possible solution to the Northeast rail transportation 
crisis. 

As you know, rail labor vigorously opposed the Penn Central 
merger imtil it became obvious to us that the Interstate Commerce 
Commission was going to api)rove that merger as it had approved 
every significant merger placed before it since 1957. 

In order to protect the employees of the merging railroads, we nego- 
tiated an employee protection agieement with the management of 
those railroads. At that point our actiA-e opposition ceased although 
we continued formally to oppose the merger. 

The ICC, of course, approved the merger, and the employee pro- 
tection agreement which we negotiated became the ICC-imposed pro- 
tective formula under section 5(2) (f) of the Interstate Commerce 
Act. 

I might say right here that contrary to the comments of some per- 
sons who can most charitably be described as uninformed, the Penn 
Central employee protection agreement played virtually no part in 
the bankruptcy of that railroad from a cost or expense point of view. 
This conclusion is confirmed by the evidence placed in the record be- 
fore the ICC more than 1 year following the merger at a time when 
the RLEA sought to have protective arrangements provided em- 
ployees of Penn Central subsidiaries who had been affected by the 
merger. The cost of employee protection was miniscule when com- 
pared with the hundreds of millions of dollars in revenue that the 
merged railroad was losing at the time. 

The employee protection agreement did play an unexpected advei-se 
role at the outset of the merger. As a result of the agreement's execu- 
tion well before the ICC approval order became final, the implement- 
ing agreements adjusting seniority rights and so forth, which the pro- 
tection agreement required, were also completed and executed prior to 
the "merger day." 'WHien that day came, the two major railroads in- 
volved were thrown together too fast, and instead of the gears mesh- 
ins, they stripped. Had the implementinc agreements not been in 
place on merger day, the physical consolidation of the operations 
would have had to await their successful negotiation. Such a delay 
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might well have permitted a more intelligent merger of the rail prop- 
erties involved. 

Rail labor realized that the Penn Central could never be pulled 
from the operational and financial quicksand into which it had fallen, 
bv a Federal reorganization court applying tlie rail bankruptcy law. 
Rail labor early on sought the help of Congress. We knew that if Penn 
Central cea.sed operations totally or in substantial part, there would 
be economic chaos in the Northeast and very probably througliout the 
United States. 

We participated in deliberations with the management of the Na- 
tion's railroads in an effort to arrive at a solution. We worked con- 
tinuously with the members of this subcommittee and its staff as well 
as with your Senate counterparts to resolve this crisis. Along with you 
and the rest of the Congress, we concluded that ConRail was the only 
proposal that was acceptable at that time. In our judgment, it remains 
the only acceptable solution to the Northeast rail crisis. 

I believe the validity of tins position is confirmed when we look 
at the alternatives: Abandonment, controlled transfer, and national- 
ism. The first of these long has been rejected as unacceptable. The sec- 
ond alternative would simply bleed off the very vest, most lucrative 
lines to already strong railroads while abandoning the remaining lines, 
many of which would not only be profitable, but would constitute a 
transportation lifeline for many industries and communities. At least, 
in the various forms which controlled transfer has been presented 
thus far, it fails to achieve a balance of public benefit over public 
detriment. 

As for nationalization, we believe that this alternative is the final 
rational solution if—I stress "if—tlie ConRail concept proves to be a 
failure. In my opinion, we are a long way from having to make that 
decision. 

There is no need to choose alternatives to ConRail as yet because 
ConRail has not proved a failure. Indeed, considering the disaster 
ConRail took upon itself to cure, one should be at lea.st mildly encour- 
aged at the quiet but efl'ective progress made in a number of of areas, 
including upgrading of equipment and trackage. 

Rail labor has made vigorous efforts to cooperate with ConRail in 
administering tlie provisions of the various laws applicable to the 
employees of ConRail. In an area of complex operational and legjil 
problems, the cooperation between management and labor has been 
exemplary. A committee was established by the RLEA to confer with 
the chief labor officer of ConRail and his staff on all matters of mutual 
interest to the parties involving the application of the law. This com- 
mittee arrangement has proved extremely effective in correcting and 
in avoiding innumerable day-to-day problems which have or would 
have arisen. 

This committee reviews all claims under the employee protection 
provisions of the law and presents the collective views of its members 
as to the validity of the proposed claims, thus avoiding presentation 
to arbitration of meritless claims. 

While we all knew the Penn Central was in bad shape before and 
during consideration of the Regional Rail Act, I don't believe anyone 
realized how totally deteriorated the Penn Central plant became be- 
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tween enactment of the law in January 1974, and the date ConEail 
took over in April 1976. It was a very steep hill that had to be climbed. 
Considerable progress has been made, but we have a very long way 
to go. 

After all alternatives are considered and evaluated, we believe the 
Congress will continue to support the ConRail concept as it must be 
supported if it is to have a chance to succeed. 

AVe support the increased Federal investment in ConEail, as well 
as H.R. 11492, which was introduced by Chairman Staggers and your- 
self on the financing of ConRail. 

That concludes our statement, and we will be delighted to answer 
any questions that you have. 

Mr. RooNET. Thank you very much, Mr. Snyder. 
On page 3 of your testimony, you gave three alternatives to the 

ConRail concept. You did not mention the concept of Confac or Mr. 
Fishwick's Firewall. I wonder if you would comment on what effect 
you think tliese alternatives would have on rail labor. 

Mr. SNYDER. I am really not familiar with that, Mr. Charinian. 
We are not familiar with Mr. Fishwick's proposal, as you have labeled 
it. Mr. Mahoney advises me of the same. 

Mr. MAHONEY. I am not at all familiar with Mr. Fishwick's 
Firewall. 

Mr. RooNEY. That came up in debate on ConRail in 1975 and 1976. 
Mr. Fishwick was opposed to ConRail, and he put up his own proposal. 

In other words, you want to stay with the basic ConRail concept. 
Is that coiTect? 

Mr. SNYDER. Absolutely. 
Mr. RODNEY. Yesterday, Mr. Snyder, I was informed that it was 

believed that ConRail has a surplus of employees. They talk about 
something in the neighborhood of 90,000 employees in ConRail. I 
wonder whether or not you agree that ConRail has a surplus of em- 
ployees, and whether ConRail would be proliibited by the provisions 
of the 4-R Act or may be permitted by the 4-R Act to cutback. 

Mr. SNYDER. Mr, Chairman, if mj memory serves me correctly, 
when ConRail took over, became effective, it had something like 95,000 
to 98,000 employees. It is my understanding that the employment ratio 
now IS around 85,000. There have been quite a few cutbaclvs in the var- 
ious departments, operating and nonoperating, of ConRail. 

As you know, there are negotiations going on now by very capable 
committees in regard to the upcoming contract, very capable men on 
both sides. I am sure that wnere appropriate agreement should be 
made regarding the personnel, the necessary personnel that is required 
to operate ConRail, that this would be handled very satisfactorily in 
accordance with the Railway Labor Act. 

Mr. RooNEY. Mr. Snyder, as you know, the labor force is protected 
by the provisions of the 4VR Act, depending on the lengt;li of service. 
I wonder, would jrour union support further reductions in ConRail's 
labor force to achieve profitability, as long as you have this i>iotection ? 

Mr. SNYDER. First of all, Mr. Chairman, we have to consider the 
safe oj>eration of the railroad. As it has been pointe<l out l^fore tliis 
committee in the last several days, the derailments that have occurred 
here, we have to look at this very carefully. 
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I know that the rail management would like to cut way back, and 
some of them would not have the concern necessary for the same op- 
eration. We are very much concerned about the safe operation. We 
are very much concerned about the railroad industry as a whole, and 
their making money, because when they make money, then we can 
have what we hope to have, a reasonable contract out of it. 

I don't think that we can cut back very much and have a safe 
operation. If you look at the employment since 1950, the railroad 
industry has been cut back worse than any other industry in the 
United States. 

Mr .RooNEY. Wliat was it in 1950 ? 
Mr. SNYDER. It was 1.2 million, and today it is under 500,000. So 

if we are going to stay in business and operate a safe railroad for the 
customei-s, and stay competitive with other forms of transportation, 
you will have to have the personnel to do it, and to do it in a safe 
operation. 

Mr. EooxEY. I don't know whether you are aware of it, Mr. Snyder, 
but the argiunent that I heard yesterday was that other privately 
owned railroads—of course ConEail is a privately owned railroad— 
operate with less employees than does ConRail. 

Mr. SNTDKR. That could be true in some cases. In fact, in our own 
organization, for example, we have 500 contracts in the UTU alone. 
The number of pereonnel that might be required to operate trains 
in your part of the country, and in my part of the coimtry, down in 
the flatlands, it can vary because of the terrain which they operate 
over. 

So there is possible agreement there to meet those needs. 
Mr. RooxEY. Thank you very much. I liave no further questions. 
Mr.Skubitz? 
Mr. Snyder, how many employees are there in the UTU? 
Mr. SNYDER. It is 250,000. 
Mr. RooNEY. How many crafts do you represent ? 
Mr. SNYDER. We represent the conductors, the brakemen, flagmen, 

baggage masters, firemen, switchmen, some dining car stewards, and 
a certain percentage of engineers. They are primarily all operating. 
We do have, Mr. Chairman, approximately 10,000 bus drivers that 
we represent, and these are primarily in the West. 

Mr. ROONEY. Does the gentleman have any questions ? 
Mr. SKUKITZ. I rcallj' have just one question, Mr. Chairman. 
For years, the rail labor have used the two sizes of mile limitation 

as a local map. Has there been any change in tliat ? 
Mr. SNYDER. Yes; firet of all, the railroads have done quite a job of 

brainwashing the sliippers, and I might even add Members of Con- 
gress up here, on the size of the crews, and all. 

Over the years, complying with the rules of the Railway Labor 
Act, these have been negotiated. Agreements have been negotiated 
when we liad reduction in the crews, as far back as 1963. We have 
negotiated since that time. 

As I pointed out, we cannot negotiate ourselves out of business. 
We cannot negotiate the railroads out of business because you have 
to have a safe operation to be competitive out there. 
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Tlie 100-mile day, I am very familiar with that, inasmuch as on 
my division in the Southern Railway, I operated on a 100-mile rail- 
road or part of it. My seniority was 275 miles, but I operated on 
100 miles. 

Much has be^-n said about that, but I have to point out here that 
we are paid for going on a 100-mile base, and that constitutes 1 day's 
pay, 8 houi-s. In some cases, it takes less than 8 hours to make than 
100 miles. 

In my particular division, where I operated as a conductor and as 
a brakenian/flagman  

Mi\ SKCBITZ. That goes back so far that it goes back to when I was a 
kid. 

Mr. Sx^TJER. That has been the fate of the railroads. There has 
been much said about the passenger crews operating on there. The 
passenger crews in the train sen'ice is 150 miles, and not 100 miles. 
In freight service, it is 100 miles. 

I know that I came up as a local chairman on the railroad, and this 
serves as a good purpose for the i-ailroad. We had many of our people 
who got injured, and they couldn't work in freight service, so we 
made piovision for them to work in passenger service because it was 
a little easier work. There was no question about that. 

I will give you an example of how that works. Operating on a pas- 
senger run of 176 miles, 7 days a week  

Mr. SKrBiTz. ^^lien was that ? 
Mr. SN'YDER. In 1963 was the last time that I operated in that 

capacity. Those tiains are no longer there. Very few of those trains 
are left anyway. 

I would leave home. I might be called at 7 o'clock at night. 
I would make the run to Macon, Ga., between Macon and Atlanta, in 
al)out .3 hours or 4 hours. I would leave for 3 hours, which was not 
long enough to go home and go to bod. Then I might be called to come 
back, and I would get home at about 9 o'clock the next morning. This 
went on for 7 days a week. That is tiie type of operation they have. 

It does not sound all that easy, and I may point out here that the 
railroads are paid bv the mile. There is nothing wrong with the crew 
members being paid by the mile. The truckers are getting paid by 
the mile, and I don't hear much fussing about that. 

MI-. SKIIUTZ. DO you think that there will be a breakthrough in 
your contracts now with ConRail. or not ? 

Mr. Sx-i-pER. I c«uld not answer that. ]Maybe they don't want to 
bargain this year. In the second place, it does not address itself to 
my department. 

I pointed out to the chainnan that there are good committees on 
both sides, good management in ConRail. and good officers for the 
TTTU. They are complying with the Railway Laljor Act, and they are 
doing a good job. I am sure that they will come up with reasonable 
agreements. I think, that they can live "with. 

Mr. Skubitz. can I ask you a question ? 
Mr. SKI-BITZ. No: T am* not a witness. 
I am told that if the Railroad brothers and ConRail get together, 

they will cut down bv $500 million. But if they don't, they will be back 
for another $.500 million more. 
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Mr. SNYDER. I don't know where you are getting your figures. I have 
not seen those figures, and my able attorney advises me that he has not 
seen those figures either. 

Mr. SKUBITZ. It is always good to have you here. The cnly regret 
that I have is that I am not going to be here any longer. 

Mr. SNIDER. We regret to see you leave, Mr. Skubitz. 
Mr. SKUBITZ. Thank you. 
Mr. RooNET. Thank you very much. 
Our final witness is tlic very distinguished president of the American 

Railroads, Mr. William H. Dempsey. 

STATEMENT OF WILLIAM H. DEMPSEY, PEESIDENT, ASSOCIATION 
OF AMERICAN RAILROADS 

Mr. DEMPSEY. In contrast to Mr. Snyder, I think that I am breaking 
precedent by submitting a short statement to you, and I would ask that 
it be made part of the record. 

Mr. RooxEY. AVithout objection, the statement will be made part of 
the record. 

Mr. DEMPSEY. I will be even briefer in my oral summary- of the 
statement. 

I am glad to be able to be here to state the views of the association 
with respect to the matter of ConRail funding. The industry, of course, 
has, as you know, played an important role in the development of the 
3-R Act, which dealt initially with the major railroad transportation 
crisis in the Northeast and the establishment of USRA and ConRail. 

It also played a central role in the development of the subsequent 
su])plementary legislation. We have supported the ConRail concept 
from the outset. We think that the success of ConRail is terribly impor- 
tant, indeed indis])ensible to the success of the railroad operations 
throughout the f'nited States. We have been vitally interested in what 
happens to ConRail. 

During the 2 j'ears that ConRail has been in existence, it has made, 
as other witnesses have said, some great, substantial progress, and at 
the same time it has been beset by—I guess I will use the phrase used 
by the chairman, the traditional phrase "acts of God." I only hope 
that God will understand. I have never understood the perversity that 
labels floods and hurrica^nes, and devastations of all sorts, and loss of 
life and limb as "acts of God." In any event, this is what has happened, 
not only in the Northeast, but also throughout the United States. 

We have had two of the most severe winters that the railroad 
industry has experienced in a long time. We have had the coal strike. 
We have had the decline in the steel industry. We have had such things 
as the una-nticipated bad condition of its equipment. 

Given those circumstances that were not and could not really have 
been foreseen, it does seem to us the progress that ConRail has made 
is at least reasonably encouraging. 

Now. ConRail has produced a new 5-year plan, which would 
indicate that in the judgment of ConRail management more time will 
be neededto come to a firm conclusion about whether ConRail in its 
present form will succeed, and that more money will be needed, more 
precisely, in their judgment, $1.2 billion additional Federal funding. 
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Now, we have no way of measuring the accuracy of this estimate, 
and we have no way, really, of appraising how much additional time 
should be allocated to a continuation of tliis undertaking. But, we are 
convinced that significant additional time should be allocated to the 
continuation of this undertaking. We are convi-nced that significant 
additional f undmg should be provided, and that sufficient additional 
time is necessary in order to give the ConKail experiment a fair test 
for success. 

Therefore, I am here to urge that the committee take those steps; 
that is to say, provide enough additional funding and enough addi- 
tional time, so that a fair chance will be given to ConRail under its 
present structure. 

I add only two notes of caution. First, we do believe, that whatever 
funding form should Be adopted, that it should not prejudice the abil- 
ity of other railroads to take advantage of financial assistaaice imder 
the provision of the 4-R Act of 1976. 

My second caution is this. I have stated that I think ConRail is vatal 
to the future of our industry. There are obvious considerations of 
equity involved in heavy Federal funding of such a huge enterprise 
that competes so extensively with other roads which must manage with- 
out this type of assistance. Therefore, I would urge that ConRail be 
monitored on a continuing basis, and that there not be, as the chairman 
indicated at the outset, unlimited sums of money dedicated to this 
experiment. 

If in some reasonable period of time, with some reasonable amoxmt 
of Federal funding, ConRail simply does not work, then some other 
answer has to be found. It is my understanding that Mr. Jordan, in 
whom I have great confidence, shares that view. It is in large measure 
that consideration that encourages me to state the views of the associa- 
tion as I have today. 

This is all that I have to say. I might, just in amplification and sup- 
plementation of your discussion with Mr. Snydor, I might say that it 
IS my pei-sonal judgment that some means must be found to reduce the 
labor costs component of the ConRail experiment. I don't believe that 
what Mr. Snyder said was directly in opposition to that. In any case, 
even if it was, I would not be in accord. 

Mr. Jordan and other ConRail witnesses can give you the precise 
data, but the proportion of labor costs on ConRail is not only higher 
than its predecessor railroads, but it is much higher than other suc- 
cessful railroads, and it is significantly liigher than the national aver- 
age, which runs about 51 percent of all costs attributable to labor. 
ConRail's must be in the range of 60 percent. Although, as I said, 
ConRail can provide that precise data. 

So, it is the precise issue that Mr. Cole identified. It is also essential 
in the long run. I am not privy to the negotiations, and I don't know 
what is happening in the negotiations, or exactly what their problems 
are, but in the long run I cannot see the possibility of a very success- 
ful railroad, privately owned with profitable operations, with the kind 
of cost ratios that ConRail is now experiencing. 

"When you throw a number of properties together, you have a transi- 
tion period. I can understand that when you have an enormous re- 
habilitation task, when you must build your maintenance forces, and 
things of that sort. I am speaking of the long run. 

Thank you, Mr. Chairman. 
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[Mr. Dempsey's prepared statement follows:] 

STATEitENT OF WlLUAM H. DEMPSET, PEESlDEr^T, ASSOCIATIOX OF AMB:BICAN 

RAILBOAUS 

My name is William H. Dempsey. I am President of the Association of Amer- 
ican" Railroads, witli headquarters in Washington, D.C. The railroads which are 
members of the Association operate 92 percent of the line-haul mileage, employ 
9i percent of the workers and produce 97 percent of the freight revenues of all 
railroads In the United States. 

I appreciate this opportunity to appear before you to present the views of the 
Association on H.R. 11492, a bill authorizing additional appropriations to the 
United States Railway Association (USRA) for the purpose of purchasing se- 
curities of Consolidated Rail Coriwratlon (Conrail), and on funding require- 
ments for Conrail. 

The railroad industry, along with many other interested parties, supported 
enactment of the Regional Rail Reorganization Act of 1973 (3-R Act) to deal 
with the major rail transportation crisis in the Northeast region cau.sed by the 
bankruptcy of a number of large railroads in that area. Under that Act, USRA 
was created to plan for the restructuring and reorganization of those railroads 
into an efficient and economically self-sustaining rail system. The Act also pro- 
vided for the establishment of Conrail as a private carrier to operate most of 
the restructured system. USRA was made responsible for formulation of the 
Final System Plan, supervision of federal financial assistance to Conrail for 
working capital and rehabilitation, monitoring the use of such funds, and assess- 
ing Conrail's progress toward financial viability. Congress approved a .'?2.1 bil- 
lion financial assistance package to aid Conrail in rehabilitating Its facilities and 
upgrading transportation services, and for working capital. The railroad indus- 
try assisted and cooperated in every way to ensure a smooth transition for Con- 
raii'a initial operations, which began on April 1,1976. 

In short, the Nation's railroads have supported the Conrail concept from the 
outset and that support continues. We are vitally interested in the success of 
Conrail's operations. 

During the two years that have elapsed since its operations were begun, Con- 
rail has made substantial progress toward the 3-R Act's stated goal of restoring 
adequate and efficient rail service in the Northeast. This is the case despite com- 
plexities and adversities that were not, and for the most part could not have been, 
foreseen. Unusually severe winter weather during both years has hampered op- 
erations and, along with the coal strike, the decline in the steel industry and 
other conditions, lias caused a decline in the projected volumes of freight traffic. 
Add to this the circumstance that the real facts as to the poor condition of its 
equipment fleet and, to some extent, its physical plant, were not fully developed 
at the time Conrail was created. 

On February 15, 1978. Conrail submitted to USRA a five-year (1978-1982) 
Business Plan which indicates that the Initial .?2.1 billion authorization by Con- 
gress will not be sufficient to enable it to rebuild properl.v and become financally 
self-sustaining within the time frame established by the Final System Plan. 
Conrail has concluded that more time will be needed for realization of Its goals 
than was scheduled under the Final System Plan, and has projected that it will 
need an additional $1,283 billion in federal funding to accomplish its objectives 
during the period from 1978 to 19S2. 

'Except for the data contained in its five-year Business Plan, we have no way 
of measuring the soundness of Conrail's projected need of $1,283 billion in addi- 
tional financial assistance, nor do we have any way of knowing how ranch time 
ought to be allotted to continuation of the Conrail undertaking. Neither do we 
express any view as to whether appropriation of the additional funds should be 
authorized all at one time or at several. 

We are convinced, however, that additional financing should be provided to 
Conrail soon and that sufficient time should be allowed to give the Conrail e.x- 
I»riment a fair test of success. In 1973, the alternative to public financing of 
Conrail's operations was some form of nationalization of the railroads in the 
Northeast Frankly, that still appears to be the only alternative. The railroad 
industry, and we hope Congress, does not want that unless all else fails. 

A word of caution, if I may. Funding for Conrail should not be allowed to in- 
terfere with or prejudice the ability of other railroads to obtain and make use of 
financial assistance under the provisions of Title V of the Railroad Revitalization 
and Regulatory Reform Act of 1976 (4-R Act). That financing was authorized to 



I don't mean that in a bad sense, but the fact is that huge numbers 
of care were pulled into the Northeast, and were caught there by the 
dreadful winter that we have had. 

We found ourselves in a situation in which ConKail had—I can- 
not give you the exact percentage—something in the way of 200 per- 
cent of their car ownership. We had some Western roads with only 
85 percent. We were deeply concerned with ConEail operations. 

We are deeply concerned with the issue on locomotives and cars. 
We have addressed our car service orders to that problem. 

Beyond that, we don't, for example, in any organized way keep 
track of how the various elements of their projections are falling in 
place, or not falling in place. ConRail briefs us on that, and we keep 
fully informed. We do not make any independent analysis of that in 
any organized way. 

Mr. RooxEY. Isn't this car shortage typical in other parts of the 
country as it is in the Northeast ? 

Mr. DEMPSEY. The car shortage is nationwide. There are more cars 
here in the East, and they have been caught in the snowdrifts for 
a long time, and now it is loosening up. 

We have several factors which have contributed to our current 
problem and it is a desperate one because our cars and engines have 
not been what they should be. Now, in the first place, everyone wants 
to get their gi-ain to the market, so it is a problem that we face every 
time we have this sort of demand. 

Second, wo have the weather in the Midwest and in the Northeast 
which has just been dreadful. There is no way that you can antici- 
pate that. We sent out our car orders to get those cars back, from the 
East to the West, where they needed them, as soon as we saw that 
they needed them. But that does not do any good imtil you can im- 
loa^ those cars. If those cars are caught in a yard that is blocked by 
a snowstorm, there is nothing that our car service orders can do. 
Tliat is a second factor. 

Third, we have had a perfectly dreadful financial year. Last year 
was our worst year since 1932. We had a coal strike that crippled the 
operations of many of our major carriers. As a consequence, we have 
right now a high bad order ratio on both locomotives and cars. 

Those things are working themselves out. The situation is improv- 
ing, but it is something that we are deeply troubled by. 

Mr. SKUBITZ. ilay I ask a few last questions ? 
Mr. RooNEY. The gentleman is recognized. 
Mr. SKUBFTZ. You spoke of the weather as being the cause for cars 

not getting from one place to another. That is not the only reason, 
though, is it? 

Mr. DEMPSEY. No. 
Mr. SKtmrrz. What are some of the other ones; let's hear them from 

you. 
Mr. DEMPSEY. The weather was considered to have been our princi- 

pal problem. 
Mr. SKTJBrrz. That is right now, but weather has not always been 

the major issue. 
Mr. DEJIPSEY. When we see that our car service orders are not be- 

*ng complied with, we have inspectors in the field conducting en- 
rcement activities in those places that appear to be problems. 
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I would say that because of problems in enforcing our car sei-v- 
ice orders, I recently doubled the fine that we impose. We impose 
fines for violations of our car service orders. 

Mr. SKUBITZ. What does "double" mean ? 
Mr. DEMPSET. $200 from $100 per violation. 
Mr. SKUBITZ. If they keep the car for 10 or 15 days, that is one 

violation. 
Mr. DEMPSEr. The violation would be to send the car loaded m 

another direction than it is supposed to go. 
If that does not work well, we keep track of the percentage of viola- 

tions by each railroad. I report that percentage to the Board of Direc- 
tors every month. If we don't see the percentage of violations going 
down to something that can be explained by ordmary circumstances, I 
have tlie authority to increase the fine up to $500. 

Mr. SKUBrrz. That is for sending a car in the wrong direction. What 
happens when they keep the car for 5,6, or 7 days. 

Mr. DEMPSET. They pay the per diem. 
Mr. SKUBrrz. How much is tlie per diem ? 
Mr. DEMPSEY. I believe that it ranges from $1.50 to about $11. 
Mr. SKUBITZ. A lot of those companies find it much cheaper to keep 

things stashed in the car, rather than in their warehouse per day, 
depending on the value and age of the car. 

Mr. DEMPSET. Unfortimately, we found examples, and tliis is not 
typical, happily, but of the sort of thing that you are talking about. 
One shipper actually loaded a car with a carton of toilet paper in 
order to keep his hands on that boxcar. 

Mr. SKUBITZ. That must have been in the Northeast area, wasn't it ? 
Mr. DEMPSET. I am not sure where it was. I really can't say. But, 

there are practices engaged in by shippers with respect to using cars 
as warehousing facilities, or keeping their hands on cars when they 
foresee car shortages. 

This is not in the best interest of the shipping public, in general. 
Some of our railroads have been making suggestions to increase the 
penalty per diem and to decrease the free time that they have for load- 
ing and unloading. 

Mr. SKUBTTZ. Let's go to the next point. What about ConRail ? Con- 
Rail has been accused of not returning cars. Is this correct ? 

Mr. DEMPSET. Yes. 
Mr. SKUBITZ. It is one of the biggest violators ? 
Mr. DEMPSET. In our judgment, ConRail's level of compliance with 

the car service orders was not adequate, and it was one, though not 
the only one of the railroads, whose performance led us to increase the 
penalty. 

Mr. SKUBITZ. Now you have a computer system called train II. Is 
that correct? 

Mr. DEMPSET. That is correct. 
Mr. SKUBrrz. Does ConRail comply with that ? 
Mr. DEMPSET. They are participants. 
Mr. SKUBITZ. DO they use the train II system ? 
Mr. DEMPSET. They do. 
Af r. SKUBTTZ. When did they start ? 
Mr. DEMPSET. I can't answer that, Mr. Skubitz. The participation is 

voluntarj-. It is a computer car identification system only. 
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Mr. SKTTBITZ. They are only feeding part of the information and 
not all of it. 

Mr. DEMPSEY. I would have to check that. But if that is so, I don't 
think that they would be unique. There is in the railroad industry some 
question among railroads whether there ought to be some limit in 
participation, and some do not participate. Some railroads feel that 
some of the data with respect to the type of lading, for example, 
ought not to be given distribution. 

Mr. SKUBITZ. That is aU, Mr. Chairman. 
Mr. RooNET. Tliank you very much Mr. Dempsey. The subcom- 

mittee is adjourned until 2 o'clock tomorrow afternoon. 
[Whereupon, at 4:20 p.m., the subcommittee adjourned, to reconvene 

at 2 p.m., Wednesday, April 12,1978.] 



CONRAIL AUTHORIZATION—FISCAL YEAR 1979 

WEDNESDAY, APRII. 12, 1978 

HOUSE OF KEPRESENTATI^TES, 
STJBCOMMITTEE ON TRANSI"ORTATION AND COMMERCE, 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 2 p.m., pursuant to notice, in room 2123, 
Raybum House Office Building, Hon. Fred B. Rooney, chairman, 
presiding. 

Mr. RooNEY. The subcommittee will come to order, please. 
We are very fortunate today in having some very prominent people 

from Pennsylvania here tins afternoon. There are a group of post- 
masters from the Commonwealth of Pennsylvania, many of which I 
formerly served as their Congressman and some of whicli I presently 
sen'e. 

I want to thank them for coming and take this opportunity to 
welcome you all to this committee. 

Our first witness will be the distinguished Secretary of Transporta- 
tion, a former member of this great Congress and a member of this 
committee, the Honorable Brock Adams. 

Mr. Secretary, you may proceed. You are running on Amtrak's 
schedule, I might say. 

STATEMENT OF HON. BROCK ADAMS, SECRETARY, DEPARTMENT 
OF TRANSPORTATION, ACCOMPANIED BY ROBERT E. GALLA- 
MORE, DEPUTY ADMINISTRATOR AND MORTIMER L. DOWNEY 
ni, ASSISTANT SECRETARY 

Secretary ADAMS. We are within 4 minutes of it. We may be a little 
bit ahead of it, Mr. Chairman. 

I am very pleased to be here, Mr. Chairman. I appreciate the 
courtesy of the committee in allowing me to testify. I would like to 
request that I might put my statement in in full and tlien I will 
summarize, going through it page \>j page. 

Mr. RooNEY. Without objection, it is so ordered [see p. 46]. 
Secretary ADAMS. My purpose in being here todav is to review Con- 

Rail's progress to date, and to address the request which has been made 
by ConRail to the Federal Government for Federal financing. 

As the members of this subcommittee know very well, I was one of 
those who participated in the development and passage of the 3-R 
and 4-R Acts that created ConRnil. Our basic purpose, then, Mr. 
Chairman, when you were working with us and we were trying to do 

(41) 
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this, was to determine some way of sustaining a private sector rail 
freight service in the Northeast, basically in the area from Washing- 
ton to Boston and going across as far as Chicago. 

The reason for this, Mr. Chairman, was that we have about 55 per- 
cent of all of our manufacturing plants in that area. About 60 per- 
cent of the industrial workers in the United States are employed in 
this area. 

We talk a great deal about new developments and shifts in popula- 
tion, and manufacturing and industry bases in the United States. But 
when you examine the situation, if this area were allowed to deterior- 
ate by not having adequate freight service, this country would face a 
major depreciation. That factor we all recognized and that is why we 
passed the act. 

ConRail, as we all know, was created out of the Pennsylvania, the 
New York Central, and other bankrupt lines in that area. 

I first want to say I think it worked incredibly well. It was a piece 
of legislation that many people doubted could ever been implemented, 
that all of these various bankruptcies could be combined into one, the 
assets transferred, the operations continued, a business plan estab- 
lished and movement made in the plant. All of those goals have been 
achieved. I think that that is a very successful legislative effort. "What 
lam concerned about, and the reason for my testimony today, is that 
we had hoped that the $2 billion that had originally been placed 
in as equity money into ConRail, imder section 216 of the act, would 
be sufficient during a 5-year period to turn the nonprofitable opera- 
tion into a profitable operation. 

Even though since April 1, 1976, we have had everything work 
smoothly from a legal and legislative viewpoint, we have not been able 
to certify that the 5-year plan, which w^as started then, will achieve 
]irofitability. Congress stated in that statute that if this were not 
done, then the Secretary of Transportation, the Secretary of the Treas- 
ury and the head of the USEA should then be in a position, which 
was really the equivalent of what private investors do, to take over 
and give instructions with regard to the financing of the Corpora- 
tion through an executive committee. 

Now, what occurred was last year, in 1977, the net loss for ConRail 
was $367 million, which was $96 million more than the final sj'stem 
plan, as originally adopted, projected. 

We waited, Mr. Chairman, and j'ou will remember we had conver- 
sations with this committee, with the chairman and with the staff until 
February 15. We wanted to see if the operations this year would be 
turned around, because we liad a very severe winter last year, which 
was perhaps an unusual situation. 

At that time, ConRail produced its plan, which we have examined 
through the Federal Railroad Administration, and that plan indi- 
cated that the total business plan for 5 years would be short by $1.3 bil- 
lion (actually $1,283 billion). That plan, I want to emphasize, is not 
a simple operating deficit because the plan, as envisioned by Con- 
gress, was to redo the roadbed, to buy moie motive ec(uipment, to re- 
pair tlie cars as well as to provide working capital during the early 
stages of this new company. 

So. when I talk about that sliortage beyond the $2 billion, it is over 
a 5-}ear period and it envisions continuing a capital program—in 
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other words, not just abandoning the capital program and allowing 
the total amount of money that has been invested to slowly slide back 
into a deteriorating operation. 

I think it might also be emphasized this also envisions $1 billion out 
of the private market, in other words, a profit corporation. ConKail 
is going to the private financing market—it already has and the Chair- 
man of ConRail will discuss this with you in detail—and obtained a 
substantial amount of money for equipment beyond what the Govern- 
ment is putting in as an investor. 

Xow, I am disappointed that we have not reached the goal with the 
amount of original money that was put in. I think that the final system 
plan persuaded me, when I sat on this committee, as well as a num- 
ber or other members of the committee, that this was the way to go. 

I think there arc good reasons for the plan not being realized. Wlien 
we voted to authorize the $2.1 billion, there were several assumptions 
made. We made certain long-term assumptions about the state of the 
economy in the Northeastern part of the United States, and about the 
operational efficiency of the corporation that did not exist. Experi- 
ence, the only direct way of testing assumption has told us some of 
those assumptions were wrong. 

I think those projections were uneasily made and I think they are 
quite close to the mark but we did not have the increase in total eco- 
nomic activity in the Northeast that we had envisioned in the final 
system plan. 

Remember, this plan was made in 1975, so we are looking back with 
l^erf ect 20-20 hindsight to 3 years in the past. 

The second reason the final system plan has not been met is the 
degree that we hoped they would. 

At the urging of this committee in its oversight function and when 
I became Secretary of Transportation, in the Administrative Review, 
we urged ConRail to take into account updated assumptions and create 
a new 5-ycar plan. 

What you have before you today and will be presented in these 
hearings are the results of months and months of updating those pro- 
jections, trying to determine what the economy in the Northeast is 
going to do, seeing the operational efficiencies that have taken place 
and making a recommendation on the amount of money needed. 

Mr. RooNEY. I think one of the things you missed, Mr. Secretary, is 
that 112 day-old strike that had an adverse effect on the operation of 
ConRail. 

Secretary Adams. I was going to come to that next, Mr. Chairman. 
No one could predict there was going to be a 112 day coal strike in the 
area nor two back-to-back very, very bad winters. 

I have discussed this matter with other railroad executives in the 
area and they sustained substantial losses. So. I want it understood 
that the whole situation, during the past 2 years, has been very, very 
hard on the transportation industry in the whole Northern area and 
in a good part of the United States. 

So, I believe what we have to do now. rather than second guessing 
the original plan, is to do what we are doing today, which is to update 
and to bring to the committee and Congress the best judgment wc can 
gather together on what the next step is for the next 5 years. 

35-045—78 A 



44 

I want to say that I think the projections are very optimistic. I 
think this can be done for the $1.3 billion, but I am putting that at 
tiio optimistic end of the scale. I don't want you to tliink that that 
fijariire is one that I might well have come np with if I were doing it 
individually. It is the work of people that have swut a great deal of 
time on it in ConRail. I think it is critical that we follow these people's 
judgment l>ecause if there is the feeling by management, and every- 
one else involved, that they really don't have to make this work and 
they don't have to make it work as a private corporation, that the 
Congress will automatically come forward and assist them, then it 
will be a self-fulfilling prophecy—in other words, you will have a 
worse result. 

So the plan is tight. I think others should be tight. It also contem- 
plates they will get the $1 billion of private equipment financing and 
$500 million in the operational area and increased productivity which 
means that labor and management must get into this and join together 
or this plan will not work. 

If you look at the chart of all the railroads at the numbers of people, 
number of cars moved, the days it takes to move cars, you will see 
clearly and starkly outlined in that chart which railroads have which 
desrrees of pi"oductivity. ConRail is in the most serious trouble of any 
railroad. 

Therefore, there either has to be labor-management cooperation or 
the $1.3 billion will not work. 

Mr. RooNEY. I might say, INIr. Secretary, this committee has been 
very kind to ConRail over the past 2 years, and the members of this 
committee will not tolerate another $1.3 billion in Federal financing if 
it doesn't improve. 

Secretarv ADAMS. I agree with you, Mr. Chairman. I can skip 
throiigh this part of my statement and say it flatly to you so it is 
clearly undei-stood what my position is, since you so clearly stated 
yours, and that is if this does not work at the $1.3 billion thev are talk- 
ing about, then the Federal Government—the executive and legislative 
l)ranchos—has to decide to go with a new and different kind of system 
there. That is not meant as any kind of a threat. It is a simple state- 
ment of fact. I do not want to take the position and neither does the 
President of the United States—and I discussed this mntter with him 
as recently as yesterday afternoon—of creating a constantly subsi- 
dized freight service in that area when we had an original structure 
that was supposed to become profitmaking. 

If there is goinir to be that kind of a structure, then there is no point 
in maintaining this facade. This is a for-profit corjwration. I know 
that is a very hard [position but I think it is one that shoiild be imder- 
stood so that there is no confusion in anyone's mind al>out coming 
back. Xo one should think that this will be just a continual "We will 
see you again in 2 years or 3 years or 4 years," because if yo)i are going 
to do that, you might just as well change the structure of what you 
have and have it run by someone else. 

So, what we are, pi-oposing, Mr. Chairman, is this: that the United 
States Railway Association purchase an additional $1.2 billion in pre- 
ferred stock from ConRail under section 216 of the act. 

Second, that we make it a multiyear authorization beginning in 
?al year 1979 and that we use the appropriations process, and, of 
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coui'sc. tlmt means the oversijjlit process of this committe© as well, to 
control the flow of funds to ConRail. A supplemental request will be 
transmitted in the fiscal year 1979 appropriations request when our 
evaluations of the immediate needs of ConRail are completed. 

In addition, we will work with USRA and ConRail to verify that 
the series "A" preferred stock, as ConRail believes, and as I do, too, is 
the most appi"opriate investment security for this added Fwieral as- 
sistance. The holders of ConRail series "B" preferred and common 
stock, now deposited for the benefit of the transferor estates and the 
special court, may, moreover need to con.sent to the issuance of addi- 
tional senior securities, in accordance with tlieir consent right under 
ConRail's articles of incorporation. 

Hearings on the administrative legislative proposal will provide a 
forum to resolve this issue. 

Mr. Chairman, it is my feeling that providing this $1.3 billion, as 
requ&stcd, will give to ICd Jordon and his management team the time 
and the opportunity to overcome the startup problems, to overcome 
this last winter and the coal strike, and to continue a very aggressive 
pursuit of a self-sustaining railway system in the Northeast. 

Mr. Chainnan, I have not altered my support for a basic Northeast 
railroad reorganization system recommended in the final system plan. 
I have indicated to Mr. Jordon, I have indicated publicly, I have in- 
dicated to this committee, I stipport ConRail. I think it is essential. 
But I think that $.3..3 billion in diiwt Federal investment represents 
an investment of considerable magnitude. However, the alternatives 
we faced in the past were not happy ones, and I believe they have 
gi'own no more attractive todaj*. 

In other words, I do not have any other different alternatives than 
this conunittee faced in 1973 through 1976, and that is whj I feel we 
should pui-sue vigorously what we started then and which is part way 
along the road. 

Mr. Chairman, so that it is not all gloom—because it isn't all gloom— 
I would like to close with the brighter side of ConRail. 

On .Vpril 1, 1976, we did complete, as a government, a very massive 
reorganization and it worked. The bankrupt raih-oads with 17,000 
miles of track in 17 States went together. I had promised the chairman 
of the full committee and others that it would work, and I think that 
it has. I think the startup problems were enormous but they got 
thi-ough them and they did make the system go together. 

This system works and the system is better. We have arrested the 
downhill trend. I know that certain of the Representatives clearly 
feel we haven't gotten it uphill vei-y much, but at least it has stopped 
the deterioration of the very bad service. The way they did it is by the 
end of 1977, they had put down over 1,700 miles of new track. They 
put 91/2 million new ties in there. None of this had been done in the 
past. Fourteen thousand miles of track have been resurfaced and about 
26,000 freight cars and more than 1,800 locomotives have been repaired 
or rebuilt. 

In anv other country in the world or any other place in the United 
States that kind of massive program would show massive results but 
it iust gives you some idea of the total size of the problem that we are 
talkinc about. 
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The goals that are before us, I think, are attainable, Mr. Chairman. 
I am in support of this program. We have spent a great deal of time 
trying to analyze it. We are prepared to monitor it. 

I will try to answer your questions and do whatever else I can to 
make this successful. 

[Secretary Adams' prepared statement follows:] 

STATEMENT OF HON. BBOCK ADAMS, SEGBETABY OF TKANSPOBTATION 

Mr. Chairman, I welcome this opportunity to appear before you today to re- 
view ConRail's progress to date and to address Conrail's request for additional 
Federal financing. 

As the members of this Subcommitte know, I participated extensively in the 
passage of the railroad legislation which created Conrail—the 3R and 4R Acts. 
I believed then, as I believe now, that the Conrail concept represents our best 
chance to restore service-oriented, self-sustaining, private-sector rail freight 
service in the Northeast 

The continued availability of rail freight service to the Northeast is essential 
to the nation's economy. The Conrail service area includes 55 percent of the na- 
tion's manufacturing plants, which employ 60 percent of all industrial workers. 
One o£ the Conrail's predecessors, Penn Central, alone handled more than 20 per- 
cent of all freight cars loaded in tlie United States. Conrail, as was Penn Central, 
is the nation's leading carrier of automobiles and parts, chemicals, metals and 
manufactured consumer products. 

When I took over as Secretary of Transportation In January of 1977. I had 
hoped that I would be able to report to you by now that Conrail was fully on the 
road to profitability, and that tlxe $2 billion of Federal funds previously appro- 
priated for Conrail under Section 216 of the 3R Act would be suflicient to bring 
this about. Unfortunately, I cannot make that report 

Despite a smooth conveyance of operations from the bankrupt railroads on 
April 1, 1876, and the significant rehabilitation accomplished to date, Conrail is 
experiencing difficulties in meeting the goals of the Final System Plan. Traffic 
levels have been lower than projected without a comparable decline in expenses, 
and we have experienced two particularly severe winters. These problems, com- 
bined with the host of operational difficulties involved in revitalizing the North- 
east rail system, have worked to stretch out the schedule for Conrail's achieve- 
ment of profitability. Conrail's net loss for 1977 was $367 million, which Is $96 
million more than projected In the Final System Plan. 

In its February 15, 1978 five-year Business Plan, Conrail has projected an 
additional $1.3 billion Federal funding requirement in order to become financially 
self-sustaining by 1982. This amount is in addition to the $2 billion already ap- 
propriated for Conrail under Section 216 of the 3K Act. In addition, Conrail has 
projected for that period a $1 billion equipment financing requirement which it 
hopes to satisfy through the private financial sector. 

Mr. Chairman, X am disappointed with Conrail's present and prospective vari- 
ances from the Final System Plan. It was the FSP which persuaded me together 
with other members of this Subcommittee to vote to authorize $2.1 billion In 
Federal financing for Conrail. However, I think It is understandable that Con- 
rail has not performed completely as projected in the FSP. That plan rested upon 
long-term assumptions about the state of the Northeast economy and about the 
operational efficiency of a corporation that did not then exist The Final System 
Plan, developed with some uncertainty as to Conrail's actual configuration, con- 
stituted the best judgment in 1975 about Conrail's future performance. Similarly, 
the funding levels in the 4R Act reflected the best Congressional judgment at the 
time, taking into account the needs of Conrail and other programs funded 
through that Act Unfortunately, subsequent events in the economy and in Con- 
rail's own operations have proven these judgments to be overly optimistic. Ad- 
herence to the Final System Plan financial projection now seems to be impossible. 

Conrail's newest projections are the result of a corporate-wide planning proc- 
ess that took many months to conclude. The projections are premised on nu- 
merous complex assumptions concerning Conrail's revenues, expenses and capital 
needs from 1978 through 1982. 

The Department of Transportation Is currentl.v conducting a detailed evalua- 
tion of Conrail's Business Plan. Preliminary indications are that Conrail's eeti- 
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mated $1.3 billion additioual Federal financing requirement is probably at, or close 
to, the optimistic end of a range of potential amounts. What I think Is more 
significant, however, Is that Conrail's management and the Conrail Board of 
Directors have committed themselves to making Conrail financially self-sustain- 
ing with that amount in Federal financing. Whatever the degree of optimism and 
ambition contained In the Plan, it is a product of the people who are responsible 
for running the corporation on a day to day basis and who will ultimately be held 
responsible for the Plan's succe.ss or failure. I support them in their efforts. 
Rather than second-guess their detailed planning process, 1 am willing to work 
with them to ensure that financial self-suflBciency for Conrail is achieved within 
the increased Federal investment ceiling that they have requested. 

Further, Mr. Chairman, while I do accept that Conrail's projections are opti- 
niistic, it is my view that if we decided now that they are too optimistic to achieve, 
we will create a self-fulfilling prophecy. The Conrail Business plan dei)ends for ita 
success on many critical assumptions and on the willing partnership of a number 
of participants. In addition to asking the Federal Government for $1.3 billion 
more, the Plan calls for the private sector to contribute almost $1 billion in new 
equipment financing, for labor to contribute $500 million in increased productivity, 
and for Conrail's shippers to contribute through freight rate increases over the 
five-year period. 

If we decide now that those other contributions will not be made, and fund 
Conrail beyond the $1.3 billion which it is requesting, then we will h.'ive guaran- 
teed that the ultimate bill to the Federal Government will be higher than Conrail 
projects. 

As you know, Mr. Chairman, Conrail's projections Indicate that additional 
Federal financing will be needed as early as January 1979, if essential operating 
and capital programs are to be maintained. Althotigh Conrail's need for additional 
Federal financing is not Immediate and does not constitute an emergency, it does, 
nevertheless, warrant early action by the Executive Branch and the Congress. 
Timely action by the Government is also important to Conrail's ability to secure 
the large amounts of private sector equipment financing that it has identified In 
it.s Business Plan. 

To meet Conrail's need for an additional authorization In FT 1979, I intend to 
propose legislation in sufficient time to permit committee action by May 15, 1978, 
which will: 

1. Authorize the United States Railway Association to purchase an additional 
$1.2 billion in preferred .stock from Conrail under section 216 of the 3R Act. 

2. Make that authorization a multi-year one, beginning in FT 1979, using the 
appropriations process to control the flow of funds to Conrail. A supplemental re- 
quest will be transmitted for FY 1979 appropriations when our evaluations of 
Conrail's immediate needs are completed. 

In addition, we will have to work with USRA and Conrail to verify that series 
A preferred stock Is, as Conrail believes, the most appropriate Investment security 
for this added Federal assistance. Assuming it is, the holders of Conrail series B 
preferred stock and common stock, now deposited for the benefit of the transferor 
estates with the Special Court, may need to consent to the issuance of additional 
senior securities, in accordance with their consent right under Conrail's articles 
of incorporation. Hearings on the Administration's legislative proposal will pro- 
vide a forum to resolve this issue. 

My remarks today and the forthcoming legislative proposal should not be viewed 
as a blanket endorsement of Conrail's projections which are contained in the 
Business Plan. I do believe, however, that by providing the $1.3 billion in addition- 
al Federal assistance which Conrail has requested, we will give Ed Jordan and 
his management team the time and the opportunity to overcome the stnrt-up prob- 
lems of the past and to continue their aggresive pursuit of a self-sustaining 
railroad system in the Northeast. 

air. Chairman. I have not altered my support for the basic Northeast railroad 
reorganizing principles which were recommended in the FSP and adopted into law 
by passage of the 4R Act in 1976. At the same tme, I do recognize that the total 
$3.3 billion in direct Federal investment to which I am suggesting we commit 
represents an exi)ense of considerable magnitude. The alternatives to Conrail 
which we faced between 1973 and 1976 were not happy ones, howpver. and they 
have since grown no more attractive. Nor do they show any promise of reducing 
t)ie cost to the Federal Government of providing essential rail service in the 
Northeast. Should subsequent events show without doubt that Conrail's ultimate 
need for additional funds is much larger than the $1.3 billion so far Identified 
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then I will be the first to say that we must reevaluate the premises of the reot- 
ganizatlon solution which we adopted in 1976. 

Before closing, Mr. Chairman, I would like to look at tlie briphter side for a 
moment. A lot of good things have happened since Conrail's startup and we should 
not ignore them. As you recall, on April 1, 1976, Conrail took over rail operations 
from six bankrupt railroads on a 17,000 mile network in 17 eastern states. The 
startup problems involved in such a complex transaction were enormous, but Con- 
rail's management handled the massive conveyance amazingly smoothly and 
without service interruption. During its tlrst twenty-one months of operation, 
Conrail has been able to carry out a significant portion of the huge rehabilitation 
program for Its plant and equipment. By the end of 1077, over 1.700 miles of new 
rail and 9V6 million ties have been installed. Fourteen thousand miles of track 
have been surfaced. Almost 26,000 freight cars and more than 1,800 locomotives 
have been repaired or rebuilt. These actions have arrested the former dowuwjird 
trend in the physical condition of the plant and equipment, and are commendable 
accomplishment.s. We all recognize, however, that they have not resulted by 
themselves in attainment of the increased 0|>eratlng efficiencies necessary for 
profitability. That goal lies ahead of us and is, in my opinion, still an e»*aentlal 
pursuit. 

That concludes my prepared remarks, Mr. Chairman. I will be happy to answer 
any questions posed by you or the other members of the Committee. 

Mr. RooxEY. Thank you imicli. Mr. Seci-utaij-. for that very fine 
.statement. 

The Chair is pleased to i-ecog^iize the dis-tin^iished prentleman from 
We,st Virginia, tlie chairman of the full committee, Mr. St-aggers. 

The CHAIRMAX. Mr. Chairman, thank you very kindly for the op- 
portunity of saying a word to our Secretary of Transportation. 

It is a pleasure for me to be here with Se-cretary Adams and all of 
you. I know this is a very im[X)rtant subject you have uj) today. I want 
to congratulate you, Mi-. Secretary, on your pre^sentation. It i.s very 
rea.sonable and very good. 

I commend your courage in saying if this doesn't work, some changes 
should be made. It takes coui-age to do tiiat l)ecau.se it is going to affect 
a lot of people. Nevertheless, I think you are completely right. 

yiy congratidations to the President of the I'nited States, Jlr. Car- 
ter, for his selection of you as his Secretary of Transpoitation. 

The President has selected one of the brightest young, intelligent 
men of the Congress to join him in the White House as his aide. I (lon't 
think he could have made a better .selection. I have said many, many 
times I think you are most capable. 

We .saw your efforts on the committee all the years you were in Con- 
gi'ess. I saw how conscientiously and how diligently you worked on 
our committee's accomplishments. You ai-e the architect of this rail 
legislation, and I believe that you will continue your efforts to make 
it work. I know you will be very diligent. 

I want to thank the cliainnan of the subcommittee ami the meml)ers 
for their work on this legislation. It is so imiK)i-tant to America. Thank 
you again. 

I want to commend all the subcommittee, and the chaii-man especi- 
ally, for the work you are doing in the railroad legislation and the 
other legislation. 

Mr. KooNEY. Thank you, Mr. Chairman. 
Mr. Secretary, on page 4 of your statement you state that: "Pre- 

liminary indications are that C()NRAIL's estimated $1.3 billion addi- 
tional Fe<leral financing requirement is probably at. or close to, the 
optimistic end of a range of potential amounts." 
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I would like to ask you, would you care to describe the full range 
of possible additional Federal financino; requirements for COXKAIL? 

Secretary ADAMS. Mr. Cliainnan, the range went all the way from 
$1,283 billion to over $4 billion. 

There are two variables. One is revenue base. If you take into ac- 
count a revenue base of $18.5 billion over a 5-ye!ir period, a variation 
range of 10 percent in there, as you can see, is $1.8 billion of money 
that would be additionally required. 

The other is whether or not there will be an achievement of tlie $500 
billion in productive increases. As I say, we can rachet those for you, 
but those were the two ranges we were dealing with. This was the low- 
est figure, and we accepted the figure rather than replace it with one 
of our own. 

Mr. RooNEY. You are being very generous with ConRail, as yon 
stated in your testimony. But, on page 6, you indicate that you will 
authorize the IT.S. Railway Association to provide additional financ- 
ing in the amount of $1.2 billion. I hope you meant $1.?> billion. 

Secretai-y ADAMS. Mr. Chairman, the way it works is that under 
the existing approi)riation, we have $2,026 billion. ConRail's addi- 
tional request is $1,283 billion. So. if you take $1.2 billion, plus what 
they already have, it brings iis out to the total authorization they have 
refjuested, of $3,309 billion. 

Air. RooxKY. You state that the Department is currently conducting 
a detailed evaluation of ConRail's business plan. Could you indi- 
cate for the committee when it is contemplated this review might be 
completed? 

Sex;retary ADAMS. We should have it by the middle of this summei', 
Mr. Chainnan. "VVe will be most happy to share with you, througli 
your staff people, the infonnation we have as we put it together. 

Mr. RooNKY. This is not a duplication of what IJSRA is doing, is 
it?^ 

Sex'retary ADAMS. NO. We work very closely with them because I sit 
on the USRA Board, and when ConRail came in with the Febru- 
ary 15 indication that the final sys-tcm plan woidd not work, the Secre- 
tai-y of the Treasury, the Chairman of USRA and I were rexiuired 
then to, in effect, coordinate with that board so we do not duplicate. 

We are all going in the same direction as the Federal investigators. 
Mr. RooNEY. Thank you very much, Mr. Secretary. 
The Chair recognizes the gentleman from New Jei"sey, Mr. Florio. 
Mr. FLORIO. Thank you, AIi-. Chairman. Thank you very much, Mr. 

Secretary. 
Aren't you really just postponing the inevitable, if we are going 

to give ConRail the $1.2 billion or $1.3 billion and it does not work— 
we will have to make some hard decisions, becau.se at the same time, 
I think we all realize that the projections which have been made in the 
past have been overly optimistic. 

I detect fi-om what you said today that you say you are willing to 
receive the projections ConRail is making, and yet you feel some 
of these may be optimistic as well. I am convinced that until there is 
a turnaround in the Northeast, wliicli I do not sec hapiiening. the 
extent of the plant, the extent of the work force, and all these factors 
which ConRail is operating under, is almost insuring the fact we 
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are going to have to make some radical changes somewhere down the 
line. 

Wouldn't it be better for us to face up to that fact right now? 
Secretary ADAMS. I think they can make it, Mr. Florio. In other 

words, what we have happening is a massive shift to coal. This is 
commg about because of the oil prices and the whole attempt to become 
more self-sufficient as to energy sources. Tliis is a major source of 
revenue for all of the easteni lines. 

Second, their containerized operations and their working with the 
truck companies is now beginning to really go. That is, to me, one of 
the key solutions in the Northeast, one of the reasons the operating 
expenses remain so high is trying to switch tlie cars in and out of the 
cities. 

The third is that the Northeast, in my opinion, is going to have a 
renaissance. The whole thrust of a great many of the administration's 
programs now is to see that the existing facilities that arc in place in 
many of the older cities are renewed and that there is a sj'stem of 
renewal that makes them a profitable and a better place to live. 

Mr. FLORIO. This would be resulting in a manufacturing  
Secretary ADAMS. We are talking about types of manufacturing, 

yes. Mr. Jordan will testif>^ on this. They have changed the oldtime 
policy. They are no longer pursuing a policy of feeling there is going 
to be heavy manufacturing. That would be just pursuing a hopeless 
dream, but they are not moving forward there. 

You still have a lot of heavy traffic in there and a great many auto- 
mobiles and parts move in and out of the area. If we did not have that 
rail system carrying into the areas there would be massive layoffs in 
a short period of time. 

So, I think it can be done and I think there should be the oppor- 
tunity for them to do so. If the economy continues to expand, the 
Northeast will expand with it. Wliat I am saying to you is these are 
at the optimistic end of the projection scale. 

Ms. SIiKtTLSKi. Would the gentleman from New Jersey yield? 
Mr. FLORIO. Yes. 
^Is. MiKULSKi. Just as a followup, Mr. Secretary, on the issue of 

economic development in the Northeast corridor. That happens to be 
a view I share, but I wonder if it is a view that ConKail shares. Has 
ConEail coordinated, or does it have a systematic approach to meet- 
ing on a regular basis, with the other agencies involved in economic 
development ? 

In otlier words, does ConRail sit down with HUD and the Depart- 
ment of Commerce to say "^\liat can we do to economically revitalize 
the Northeast corridor"? "When do they do it? Second, how do they 
do it ? No. 3, how frequently are they doing it ? 

Secretary ADAMS. The details of the third part you should direct to 
Mr. Jordan. He is doing tlie day-to-day operations. They meet with 
us regularly. They have a very good marketing staff that meets with 
our peo))]e in terms of the markets that are being developed, what is 
there, what is being carried, and so on. 

ify lelationsliip witli the President and the operating people in 
ConRail is very good. In other words, we meet at regular intervals 
o discuss what kind of developments can and should be taking place 
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in that area. Now, the degree to which they have been meeting witli 
HUD or with the Department of Commerce, you should direct again 
to Mr. Jordon because we have not tracked, as a private corporation, 
their relationships with those two Departments. 

Ms. MiKULSKi. I thank the gentleman from New Jersey for yield- 
ing. Unfortunately, I am going to have to leave before Mr. Jordon 
testifies. Senator Mathias and I have to go to a hearing on the quality 
of rail service with the Baltimore district. Could I ask the gentleman 
from New Jersey if, when Mr. Jordon comes up, would he pose that 
type of question so we could get at it ? 

Mr. FLORIO. Certainly. 
The last point I would make, as much as j'ou appear to be more 

optimistic than some of us, what woidd be your projection for the 
year we can expect to achieve profitability ? 

Secretary AJ>AM8. We are conducting an independent examination 
which we will complete in July. We have looked at their figures as 
they came in and their turn-around is in 1980 with a $68 million profit 
and it goes to $142 million in 1981 and $253 million in 1982. 

Mr. FLORIO. Lest anyone be mistaken about my feelings, I am con- 
vinced ConRail is viable. I do feel, however, we are going to have to 
scale down the physical plant. I think there is going to have to be a 
conscientious effort to make this system much leaner in terms, not of 
personnel, but in terms of actual physical plants, if, in fact, we are 
going to make it profitable. That is because I do not see the turn- 
around in traffic and revenues that some do. 

I do not see manufacturing coming back to the same extent it once 
was. What we are talking about is maintaining a plant that existed 
to service the needs of an area which no longer has the same charac- 
teristics it once had. 

I am convinced if it is going to be profitable, we are going to have 
to scale down the entire system and then have it equivalent or com- 
mensurate with what the needs are now as opposed to what the needs 
were a number of years ago. I hope you are correct. 

Secretai-v ADAMS. Mr. Florio, your analysis of it is exactly where we 
started witli this and what you are indicating to me, and what I under- 
stand is, that we maybe did not do it well enough. That is what we 
did when we took the seven and only bought portions of it. 

In other words, there was a great shrinking of the total system that 
was in existence then. You may well be correct that it did not come 
down to its viable size. That is what our study is trying to determine 
at this point: Have we made it ? 

It is obvious that up to this point—I should not say it is obvious 
because we are still trying to determine the effect of the winter and 
the coal strike and whether the general revenue base is viable—but, we 
are trying to determine whether the plant size does fit a viable railroad 
in that area. We will be giving to you the best analysis we have. 

Mr. FLORIO. Perhaps we should defer large scale financing until we 
have the results of that study ? 

Secretary ADAMS. I do not think so because what is going in now 
basically is repair of essential facilities—motive power, freight cars, 
ties, rails—that are going to have to have to be used in any event. In 
otlier words, we have started at the most important things, first, so, 
I tliink immediate financing is necessary. 
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Tliis is why I emphasize this is a capital program and we want the 
priA-ate sector to understand that the Federal Government has a com- 
mitment here and that we are meeting and stepping up to the commit- 
ment, so they will too. 

Tiiere is a massive amount of private financing, more than Federal, 
that is involved in this corporation. So. if everybody feels, well, we 
are going to throw up our hands and let it go, we are not going to. "We 
have to have that system up there and I think it can be done. 

Mr. FLORIO. Thank you very much. Thank you, Mr. Chairman. 
Mr. RooxEY. The gentleman from Kansas is recognized, Mr. Skubitz. 
Mr. SKUBITZ. I would like to reserve my time until (he end and give 

some of the gentlemen on the other side of the aisle an opportunity to 
question because it is a more serious problem with them than it is 
with me. 

I would like to say, Mr. Adams, for the benefit of some of the 
members of this committee, you will recall when we took the rail bill 
up several years ago that I perhaps had as much opposition in my areq 
of the coimtry as anyone. Kansas was not a bit interested in ConRail; 
yet. because of the need for a rail program in the Northeast, which I 
thought was beneficial to us too, I stayed with you in the passage of 
tliat particular bill. 

I still want to see ConRail succeed. I feel that perhaps we ought to 
be more honest with the Congress when we talk about this $1.3 billion. 
I will get to that later on when I get my time to ask questions. 

Thank you. Mr. Chairman. 
ISfr. RooNET. Thank vou. 
Mr. Murphy? 
Mr. MrRPiiY. I have no questions. Mr. Chairman. I would like to 

congratulate the Secretary on the very positive action has has taken in 
this area. We certainly hope to bring this thing around to a profit- 
making operation. 

Secretary ADAMS. Tliank you, Mr. Murphy. 
Mr. RooxEY. Mr. Madigan ? 
Mr. MADIOAX. I have no questions. 
Mr. SKUBITZ. Would the gentleman yield ? 
Mr. MADIOAX. Yes. 
Mr. SKUBITZ. If you were so successful doing that over at the 

Chinese Embassy with one trip to China, may I suggest to the chair- 
man maybe we coxM anange a trip for him to some of the Arab 
countries and maybe he can sell them ConRail. 

Mr. RooxEY. Tliank you ver>- much. I think, Mr. Secretary, this is 
a great tribute to you by this committee because there are more mem- 
bei-s present than t have seen here in some time, 

Ms. Mikulski ? 
Ms. MTKUSKT. jVfr. Adams, I would like to come back again to the 

aspect of ConRail beinjr an economic tool. This is a question more 
appropriately for Mr. Jordon. One of the ways we ran justify with 
my constituents the continued expenditure for subsidizing a railroad is 
if our subsidizing of ConRail. in effect, is a factor for developing jobs 
and other opportunities in the private sector. 

One of the concerns that I have—and T read alx)ut the yeoman's 
iob that you did of placing rail and so on—is. Does ConRail have a buy- 

merican philosophy and approach ? For example, does it buy Amer- 
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ican steel for its railroad track and its railroad cars? Again, in addi- 
tion to coordinating with other agencies, I think if it spends its bucks 
in America, people would feel better about it. Is this a buy-American 
pliilosopliy? 

Secretaiy iVoAMS. The reason I am consulting with my colleague is 
to be very certain if there are certain items that we no longer, as a 
nation, produce in the railroad area that they buy abroad, certain 
kinds of motive car electrical replacement. But, if you arc asking me if 
tliere is a laAv on the Corporation  

Ms. MiKtJLSKi. I know there is not a law, but I wonder if there is a 
general policy? 

Secretary ADAMS. The answer to that is "Yes." 
Ms. MiKULSKi. When I posed this question to Mr. Cole, some weeks 

ago, he seemed hesitant. He murmured something about the chairman 
giving us a better deal and everyone was supposed to get back to me. 
They did not. 

Secretarj' ADAMS. They buy their rail domestically, ConRail does. 
Ms. MiKULSKi. Do you think that will be a guaranteed commitment? 
Secretary ADAMS. I think it is a commitment. That is their philos- 

ophy. 
Ms. MiKULSKi. In terms of the quality of service in the Northeast 

corridor, what is ConKail's orientation toward improving quality of 
service and management changes. What are we going to get for our 
$1.3 billion that is going to make it Ijetter? Tlie shippers I represent 
are complaining about, Xo. 1, management's attitudes. They say that 
ConRail is not really wanting to strive to increase business. And. No. 2, 
they complain of a slow turnaround in terms of getting cars and 
moving cars. 

Secretary' ADAJIS. In my opinion, and I am going to give you my 
opinion as to what it is, they have to get control of their car fleet. The 
biggest problem that we have had with all the Northeast railroads is 
what we called the blocked out territories. 

In other words, the Western railroads, the Southern railroads used 
an automated car control system and what we call a realtime system so 
they know in realtime where their cai"S are at all times. 

You do not have that kind of a sys-tem. That, I think, is essential for 
really increased protluctivity in the Northeast. 

Ms. MiKur^sKi. Are they considering it ? 
Secretarj' ADAMS. Yes; whether they are going to use the Southern 

or Southern Pacific System, I do not know. There are basically two 
different types of realtime systems being used in the United States. I 
do not know which one they are considering. I think that is essential. 
Thev have to have that. 

Ms. MiKn,SKi. Thank you. Mr. Adams. I would like to go along with 
t;he other members of the committee and thank you for the job you are 
doing. It is wonderful to talk with a member of the executive branch. 

Secretary ADAMS. Thank you. 
Ms. MiKrr,sKi. I have no other questions. IVIr. Chairman. 
]Mr. RooNEV. The gentleman from Kansas is recognized for 5 min- 

utes. 
Mr. SKIBITZ. Thank you, Mr. Chairman. Bi-ock, I, too, want to com- 

mend you on the outstanding job that you have done over at the De- 
partment. I think that the work you did here on the railroad Icgisla- 
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tion convinced all of us that you had a thorough knowledge of what 
had to be done if we were to make this systematic. I want to do every- 
thing I can to help you in your endeavors to make this thing work. 

There are a few things that bother me. I want to say first, at the 
outset, certainly you know as well as I, coming from the Midwest, the 
taking over of the bankrupt railroads back in the early days was not 
a very popular move. I joined you and the rest of tJie committee in an 
effort to pass this legislation. 

You .say in your testimony on page 1, the last paragraph, that Con- 
Eail's service area includes 55 percent of the Xation's manufacturing 
plants which employ 60 percent of all the industrial workers. I agree 
with that statement. But, Is it correct to say that if you draw a line 
from Harrisburg to Albany, N.Y., that everything west of that area 
would be profitable and that this is the area that includes the vast 
number of industrial plants and also the va.st number of industrial 
workers ? This is the profit area, isn't that correct ? 

Secretary ADAMS. The areas west of the so-called rewall are sup- 
posed to be profitable and I think they probably are. There is an enor- 
mous amount of traffic generated. I have not broken down in the state- 
ment the number of people that are dependent upon rail service. 

I am talking now. Mr. Skiibitz, about the shipment of parts and the 
shipment of automobiles, refrigerators. Your enormous populous areas 
are in the Xortheast and along the seaboard. That heavy movement is 
still, to a very great degree, by rail. 

Now. the reason it docs not become profitable  
Mr. SKtrnrrz. I know what the reason is. I am trying to look for a 

solution to this thing. We have to have that system, but it may have to 
be cut. The only point I am driving at is if we are to make this thing 
work, our real problem is east of the line that I speak of. 

If we are going to have any savinc, we arc going to have to cut 
down some of the rail operations in that area, in these service areas. 
In a different way, maybe by truck and rail in some way, to cut down 
on the rail losses. Ami right or not ? 

Secretary ADAMS. I think there does have to be a shift in the manner 
of doing business in those areas. As I indicated before. I think a great 
deal more consideration has to be used in that area. I think we need 
a reconstruction of the yards outside of the cities, basic marshalling 
yards, that are iointly used and a great deal more efficients 

As T indicated in the questioning over here. I think you have to get 
control over the car fleet so your turnaround time is faster. The answer 
to that is yes. but if, as has been suggested befor»». you were to remove 
those lines west of the Albany-Harrisburg line, from this system, then 
I can assure vou that the Government will then end-up with a na- 
tionalized railroad east, of that area because I flo not know any other 
wav you can maintain the service. 

That is because it is going to be a losing proposition until a great 
change in the method of the total system occurs. 

Mr. SKURITZ. Mr. Secretarv, all I am trying to point out nt the 
moment is that our big problem is in this area east of the Albany- 
Harrisburg line. I think you will agree this is correct. 

Secretary ADAMS. That is correct. 
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Mr. SKDBITZ. NOW, the second point that I would like to raise is 
dealing with the $1,300,000,000. I think you have said that is very 
optimistic. We are very optimistic if we think they can live within 
tlie $1.3 billion. 

Secretary ADAMS. I think it is optimistic. 
Mr. SKUBrrz. So do I. A number of things are going to have to 

happen that a lot of us feel cannot happen if we are going to stay 
within that amoimt. I think it is only fair to tell the House when we 
go forward with this bill. 

Secretary ADAMS. I think the House should be told this is an op- 
timistic and a very tight figure and that real pressure is being put 
on this corporation to manage its affairs well or it will not make it 
within that. 

You will remember, Mr. Skubitz, when this bill originally came 
up in the subcommittee, and I know the chairman remembers—we 
said that the figui-e should be higher than $2.1 billion, that they were 
notgoing to make it. 

We could not overcome the potential of a veto, so we settled on it. 
It was a compromised figure. I tried at that time, and I know the 
chairman did—because in the last 2 years, the chairman has carried 
ConRail and the 4-R Act, and so on, while I was off doing economic 
kinds of things—and we have always tried to state to the House that 
this was a veiy close to the line operation, that the Government is 
really acting as an investor here and just as with most friendly bank- 
ers we are pretty hard about how much money we are going to give 
them. Yes, it is an optimistic figure. 

Mr. SKUBITZ. We sit here and we say we are not going above this 
figure, we will look to something else. I do not know what we can 
look to. Can you suggest anything we can do except sell off this part 
and that part to some other railroad or whatever? 

I do want to beat ConKail across the back as much as anybody else, 
but I do not want to see them sitting back there smiling at me saying, 
"What are you going to do?" 

Secretary ADAMS. That is what I indicated to the chairman, Mr. 
Skubitz, that the three alternatives we faced in 1973—at the time 
of the potential liquidation, because you will remember we finally 
passed this bill not when it went into bankruptcy but when we arrived 
at a point when there was not enough money to meet the payroll— 
the three alternatives at the time, were the ones we proceeded with; 
to simply have a firehouse sale, which was suggested by some, just 
throw it up in the air; and the third was that you nationalize. 

Those are the three things that still remain as the alternatives. I 
have not thought of another one in the meantime that I can give 
to you. 

Mr. SKUBITZ. NOW, we tippvtoe around about getting more industry 
in there. I would like to see it happen as one of the solutions to this. 
But, you remember, Mr. Secretary—may I call you Brock? I feel I 
am closer to you when I call you Brock than when I say Mr. Secretary. 

Secretary ADAMS. I would be most honored if you would. 
Mr. SKUBTTZ. Brock, as you recall, at that time, we were botliered 

very much about what was going to happen to labor. This bothered 
me as much as anybody else because laying off all these men would 
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create quite a problem. So, in order to take care of this matter, we 
went so far as to recognize then that probably there were too many 
fellows working in the rail industry in this area, that cuts would 
have to be made. 

We softened the blow at that time by placing a provision in the 
act that any man who lost his job was not only going to he carried 
and paid liis salary, but if there were any increases in wages that 
were given to those that were still working, they were going to give 
them the same benefits. Isn't this correct ? 

Secretary ADAMS. Yes. The best recollection I have is between 7.000 
and 8,000 people went out of the system. This is what I indicated to 
Mr. Florio in answer to his question. We, at that time, reduced the 
total size of the system. There was a set of labor protection provisions 
placed in it for the very reason that you mentioned, and they have 
been used. 

We have had, witliin the system, an absorption of people as they 
have been laid off of one road or another. There has been a net re- 
duction by attrition and by the use of the labor protection pro\-isions. 
^Vliether it has reached tlie proper level is why we are here today, 
to see whether they are going to make it. 

Mr. SKUBITZ. That is why I raised the question. Brock. ConRail 
labor costs take .56.8 percent of its revenue; tne Norfolk-Western, 42.7 
percent; the Southern, 40.5 percent. Now, we made provisions to take 
care of the workers, and I do not want to see them laid off. 

But, if ConRail's labor cost is 56.8 percent of their total revenue 
today, is it fair for us to sit up here and beat ConRail over the back 
about their losses or their expenditures when we, ourselves, have not 
done anything about beating them over the back about getting rid of 
some of these high labor costs? 

Secretary ADAMS. We have, in this plan, envisioned they have to 
pick up $500,000,000 worth of reduced labor cost in order to make 
the total plan work. 

Mr. SKUBITZ. They arc recognizing there has to be a reduction 
here the act itself. At tlie time that you were here and I was here 
trying to push this bill, we tried to take care of labor at that time 
by placing this provision in the law, if you lose your job, jou are 
still going to get paid for it and if there were any increases paid to 
the fellows still on tlie job, you are going to get the benefit of that. 

Secretai-y ADAMS. We have asked them this and ConRail has agreed 
that we extend those provisions so that the process can continue to 
arrive at an optimum plant size. That is what I answered to the chair- 
nian earlier. Yes, ConRail has the highest percentage cost in tlie 
industry. 

Mr. SKUBITZ. If ConRail could reduce its labor costs—and labor is 
not going to lose a dime by the reduction—who will pick up the cost? 
We made pi-ovision so the Government would pick it up, did we not, 
in that bill. 

SO, here, we criticize ConRail for not reducing its labor force and 
yet, we made a provision to take care of the labor force, and if it were 
taken care of, there would not be a $367,000,000 loss today, is this 
correct ? 

Secretary ADAMS. There would l>e a loss. 
Mr. SKUBITZ. But it would be reduced. 
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Secretary ADAMS. If you can reduce your total size of tlie plant, 
particularly that is not optimal and ixccessary, you can reduce your 
total cost. I am not certain, given what you just described, which is 
true, that even west of the Afbany-Harrisburg area, \'ou can get your 
pei-centage of labor down as low as certain railroads tliat have basically 
a long-haul operation and very little switching. 

You see, the problem with the tenninal railroad, as you and I know, 
is that your labor costs become very high. You are handling tiiose 
care again and again, and over relatively short distances. 

If you base your revenues on ton miles carried, a tenninal railroad 
will always come out with higher costs and lower revenues. 

Mr. SKUBITZ. Getting to anotlier area. Brock, yesterday, the wit- 
nesses for USRA indicated that evaluation cases coidd go on for a 
number of years and they indicated that as long as that matter was 
in doubt, it would have an inhibiting affect on ConRail's business 
decisions. 

For example, ConRail is less free to sell parts of its system. It would 
be better if they had a clear title, do you agree with that or not ? 

Secretary ADAMS. Mr. Skubitz, we have formed, imder the instruc- 
tions of the judge in that valuation case, a negotiating team for the 
Government and are attempting to negotiate a settlement of the evalua- 
tion cases for the appropriate transfer. That negotiation, with a 
negotiator, is in process now. Yes, that case could be settled. However, 
I do not think there is any question about the title that ConRail has 
to its property, because the Supreme Court decision affirmed the trans- 
fer and affirmed the ownership in ConRail. 

AVliat is being argued, however, and which may have a depressant 
affect on the management—I am not certain whether it does or does 
not—is the evaluation of the stock and the certificate of value which 
was given to the bankiiipt estates for the physical asst^ts. But, I do not 
know of any problem that ConRail lias with its title to the physical 
assets. 

Mr. SKUBITZ. I am glad to here you say, if I understand you cor- 
rectly, Brock, that you are trying to reach some agieement at this 
time to get this out of the road so ConRail can move forward. 

Secretary ADAMS. We are trying to see if we can negotiate a settle- 
ment becaiLse the alternative—you must evaluate all those pieces of 
property to determine what the value of the certificate of value stand- 
ing beliind the stock is. 

But, that does not injure ConRail in its title to the properties, prop- 
erties that are within its control. But, that litigation is one that would 
take a great amount of time because you have to send somelwdy out to 
appraise the whole thing. 

Mv. SKUBITZ. That is all the questions I have at this point, Mr. 
Chairman. 

Mr. RooNEY. Thank you, Mr. Secretary. We thank j'ou for your 
appearance today and your cooperation. 

Secretaiy ADAMS. Thank you, Mr. Chairman. I appreciate yours 
and the conunittee's work. 

Mr. RooNEY. Our next witness is chairman and chief executive of- 
ficer, Edward G. Jordan, Consolidated Rail Coi-poration. I would 
appreciate it very much, Mr. Jordan, if you would introtluce your 
colleagues for the record. 
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STATEMENT OF EDWAED G. JORDAN, CHAIRMAN AND CHIEP EX- 
ECUTIVE OinCER, CONSOLIDATED RAH CORP., ACCOMPANIED 
BY RICHARD D. SPENCE, PRESIDENT AND CHIEr OPERATING 
OFFICER FOR THE BOARD OF DIRECTORS, OSCAR A. LTJNDIN, 
JAMES J. McTERNAN, JR., L. CHESTER MAY, JOHN R. MEYER, 
RALPH W. NICHOLSON, JOHN C. PIRIE, AND ARNOLD R. WEBER, 
MEMBERS OF THE BOARD OF DIRECTORS 

Mr. JORDAN. Thank you, Mr. Chairman. Let me start on my left. 
Mr. Ralph Nicholson, former senior Assistant Postmaster General, 
finance; then Mr. Oscar Lundin, former vice chairman of the board 
of directors. General Motors Corp.: Mr. L. Chester May, chairman 
and chief executive officer, Chicajjo Bank of Commerce. 

On my immediate ri^ht is Richard Spence, president and chief 
operating officer for the board of directors; then Mr. John R. Meyer, 
who is a professor at Harvard University. On his right is ifr. John 
Pirie, who is now associated with the law firm of Hart man and Crain. 

Next is Mr. James McTeman, a former vice president of Comsat. 
Mr. RooNET. Thank you. 
Mr. JoRDAx. Thank you, Mr. Chairman. With your permission, I 

would like to submit my formal statement for the record and sum- 
marize if I may. 

Mr. RooNEY. You may. Your statement will be included in the record 
at this point. 

Mr. JORDAN. Thank you. As you well can imderstand. from our 
viewpoint it is clearlv a privilege to be before you today. As yon have 
already indicated, this committee has been kind to ConRail in its 
•formation and during the first 2 years of its existence. 

Moreover, I consider it a privilege to report to you now on our 
progress in carrying out your mandate to restore rail service in the 
'critical Northeast region of the United States. 

I would likelo take a moment in commencing to dwell on ]ust where 
we are. I think it is quite often true, in the presence of getting on with 
things, that we tend to take snapshots and use these to tell us what is 
really happening. But rather, as you well know, and as the Secretary 
also indicated, this is a moment in time and a moving picture, if I may 
continue with the analogy. 

Not much over 4 years ago there were not too many people that 
did not believe  

Mr. RooNET. ilr. Jordan, there is a call of the House. We want to 
"hear your remarks from the beginning, but I think we will have to 
take a 15-minute recess. 

FBrief recess.l 
Mr. RooxEY. The committee will come to order. 
Afr. JORDAN. With your indulgence, I will go back to the beginning 

so I do not lose my place. I would, as I indicated before the recess, 
like to take iiist a moment to reflect on where we are. 

As I think, often in the presence of the moment, "getting on with it"" 
as they say. we forget what really has been transpiring and the fact 

•that a snapshot is not a fair representation, to use the analogy of the 
•moving picture. 

You know better than anyone, over 4 years asro the bankruptcies 
vere characterized as hopeless, and the probability of restoring rail 
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service adequately to the Nation's needs were really very slight. But 
even more significantly, the possibility of doing it and insuring the 
maintenance of the private sector economy system for our Nation's 
railroads were at best remote. 

We are here today to state that most of all of the achievements of 
these last 4 years, and in our view, most particularly the operational 
results of the last 2, are substantial evidence of the validity of the 
projects that Congress put in place commencing with the Regional Rail 
•Reorganization Act of 1973. 

We are also here, as the Secretary said, to describe what we have 
learned in the process in terms of problems and. moreover, in terms of 
tlie requirements which we have identified. I think we have also been 
objective in our evaluation and are not hopelessly optimistic in our 
plans. 

In the simplest of terms, I would say the questions before us are 
these: Does ConRail, as a private corporation, still remain the test 
available means to continue the progress made to date in solving the 
railroad crisis of the Northeast ? Is the amount of money that we have 
identified a rational basis for the Government's advancing invest- 
ment in ConRail? And. finally, what prospects can we offer for the 
future that will justify this further ox])enditure? 

In no real sense have the events of the last 2 years provided the 
kind of absolute assurance or guarantee that you would like to have; 
that cither the amounts of money tliat have been appropriated or the 
results that have been projected can be obtained. 

Yet. T would say that the physical rehabilitation achieved by the 
coi'poration in 2 years, and furthennore, tlie financial results which 
were produced, are all well within the projections of the financial 
system plan. I submit that the last two unusually severe wintei-s, coal 
strilces, and equipment wliich was not adequate to our needs, were not 
foreseen or could they have been. Yet, they have had an obvious 
impact on our effort. 

Moreover, our plan, we think, concenti-ates on the dimensions of 
tlie opportunities, which are, moreover, significant to its results as 
we have set them forth. It describes the means to get there. For 
example, we have focused on the question of revenues and tlie ques- 
tion of whether or not a rehabilitated plant can replace the level of 
service that is generated by the level of service within the capital area 
and from labor so that our costs will be reduced to the point where 
there will no longer be a dei>endency on Federal funds. 

It outlines a number of critical assumptions that are not within 
our independent control which could, as they have in the past, con- 
ceivably upset that forecast. Still, it is a plan and an amount of dollars 
that is founded on a principle which the Secretary also enumerated. 

It is essential to demand perfoi-mance, particularly from the cor- 
poration's management, in reaching the goals that have been set out. 
Certainly it is ambitious. But, we would not have it any other way. 

Furthermore, it recognizes the need—no; I think I would say the 
continuing responsibility—of all those who have participated in this 
process over the years: the remainder of the rail industi-y, the rail- 
road supply community, the communities themselv-es, labor and the 
regulators. All of these have a share in the problem: they should share 
in the solutions, and they must take on the responsibility of doing so. 

35-043—78 5 
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This prof^ram, as we have set it forth, we think, presents the oppor- 
tunity for solving tlio problems in that manner rather than the more 
comfortable route of simply asking for more money. 

Finally, Mr. Chairman, wo. I>clieve that what has been done to date 
in this plan supports the view that ConKail continues to offer the 
most reasonal)lo assurances for achieving the goals set out: adequate 
rail service, at less cost than any other alternates which have been 
previously examined. 

Moreover, it also provides, in the foi-m of providing for capital 
investment rather than simply underwriting losses, the preservation 
and increase in the value of the assets which are essentially being pur- 
chased with these dollars. I should add the basis of this conclusion 
is not only a reexamination of those alternatives but also the fact, 
as I said at the beginning, that where we are today is much higher 
on the curve of success than many others believed could hapjien by 
this time. Most importantly, I think we should focus on the problems, 
not argue over the means of solution. 

Mr. Chairmman, with your indulgence, I think one or more of the 
board members might have a comment to share with you if that 
woTild be proper. Oscar, would you like to comment? 

Mr. LuNDiN. Mr. Chairman, as a nonemployee-director. T would 
like to commend the Congress for establishing ConRail. It seems to 
me, after 2 years of experience with this company, there has been 
established a very important national resource. As has been discussed 
already, there has been a vast improvement in the physical plant that 
is available now to move goods and services. 

A management and organizational structure is in place. There is 
a trained work force and there is a .5-year plan on which the company 
proposes to proceed. It woidd seem to me to be a shame to not provide 
an opportunity to go forward on this basis and to build on what has 
already been started. 

On a further point, I woidd like to state, from my personal view- 
point, tlie business is being run as a private sector enterprise with 
national interest overtones. In my view, the directors ai-e conscien- 
tious individuals. They are motivated, for example, by the public 
service aspect of the job to be done. 

They are objective in their discussions: they are objective in their 
decisionmaking. I think they have been helpfid in coming t-o decisions 
in helping to plan the forward progress of the comjrany. 

So. in sunnnary, I would like to sav I think a great deal of progress 
that has l>een made in achieving the objectives established by the 
Congress for ConRail. Obviously, more needs to be done. The plans 
ai-e in place to do it. I think it is a bit too early to judge eventual 
results, but I certainly believe that the company is on the right track 
and has crood plans for the future. 

Mr. .ToRDAX. Mr. Chairman, we are available for your questions. 
[Mr. Jordan's prepared statement follows:] 

STATEMENT OF EDWARD O. .IORDAN, CnAiRMAN AND CHIEF EXECUTIVE OFFICER. 
CONSOLIDATED RAIL CORPORATION 

Mr. Chairman and members of the committee, it is a privilesre to appear before 
you to review tlie progress made in restoring adequate and efficient rail service 
to the Northeast and Midwest regions of our nation, to describe the extent of 
the problem which still lies ahead, and to identify the resources required in con- 
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tinuing the effort to achieve the objectives which Congress has set. First, how- 
ever, I would like to introduce Members of tlie Conrail Board of Directors who, 
at your invitation, are here today to participate in this hearing. 

Mr. Chairman, the taslc of traveling from tlie past hopelessness of the bank- 
rupt railroads to the future achievement of an adequate and efficient rail system 
is a substantial journey, a journey which got underway with the passage of Tlie 
Regional Kail Reorganization Act of 1973. Even beginning that journey was an 
achievement, for there were many who thought the only alternatives were either 
to nationalize the wreckage of the bankrupt railroads—at enormous cost to the 
taxpajer—or to allow their liquidation at too great a cost to the economy to even 
contemftlate. The action taken to date, I would submit, has demonstrated the 
prudence of the course taken by Congress. The 3It Act of 1973 and the 4R Act of 
1970 were the foundation of the greatest corporate reorganization in history, 
which included: 

"A reorganization plan completed on a timetable so demanding it avoided the 
taxpayer being saddled with a liability of more than 1 billion dollars in alleged 
claims for the unconstitutional erosion of the assets of the bankrupt e.states. 

"A reorganization that was implemented through the uni<iuo conveyance proc- 
ess, in a manner that allowed tlie start-up of Conrail with a smooth continua- 
tion of rail service. 

"And now an operation which, in a little more than two years, has accom- 
plished a great deal; Viut also a recognition tliat there is still much to be done. 

"Binally, and perhaps most importantly, much has been learned from this 
exi)erience about the course ahead, about tlie pitfalls it may contain, and about 
how the work yet to be done can best be undertaken." 

In order for us to address the Issues before us now, I would first like to review 
what has been accomplished to date. 

Through the end of 1977 Conrail's ambitious rehabilitation programs were be- 
ginning to take hold and to check the downward spiral in the quality of serv- 
ice. For example, new welded rail had been laid on a total of 1,74.'5 miles of track 
and 9.5 million new crossties installed. In addition, heavy repairs were completed 
on more than 2,5.00() cars, and heavy repairs or overhauls on 1,845 locomotives. 

Even though Conrail's financial loss for 1977 was larger than expected, cumula- 
tive financial losses for the first 21 months of operations—April 1, 1976 through 
December 31. 1977, were approximately the same as the loss projected in USHA's 
Final System Plan. In addition, the drawdown of federal funds scheduled 
for this period was within the limitations set forth in the Finaccing Agreement. 

However, in spite of these and other considerable achievements, and based on 
the experience gained during this initial period of operation, Conrail has con- 
cluded that it would not be able to attain all its major objectives \vithin the 
funding and time framework originally established. 

There are a number of rea.sons for this situation : In the vital area of revenue, 
outside events have had a substantial adverse effect; the condition of the inher- 
ited revenue equipment and locomotive fleet was far worse tlian the Final System 
Plan anticipated ; and. in some ojwrational areas, the pace of change and improve- 
ment envisioned in the Final System Plan proved to be too optimistic. More- 
over, we can now identify a number of problems which, for the most part, must 
be solved by Institutions in cooperation with Conrail, and which critically affect 
Conrail's ability to succeed. Nonetheless, Conrail believes that the goals of the 
Act which created it continue to be of overwhelming importance to the economy 
as a whole as well as to the people of the Northeast region. Thus, with this per- 
spective, Conrail believes that the conr-se of events to date and the achievements 
already realized indicate that Conrail continues to be tlie best vehicle for con- 
tinuing to attack the problem and for achie\ing the greatest measure of success. 

We report this to you at this time, not because Conrail faces an immediate 
financial crisis of depleted funds, but because we can foresee that Conrail's 
future financial performance will not be in accord with the Final System I'lan 
projections. In considering the significance of this judgment, it is imiKirtant 
to realize that there is a substantial basis for seeing Conrail's task as far more 
difficult than had been contemplated at its creation. We also believe Conrail 
Is on a course which will bring solutions to those proldems over wliich it ha.s 
control. And lastly, we wish to stress that much of our effort is accruing real and 
lasting value to the federal government in return for its investment through 
the rehabilitation of the track and equipment which makes up the rail system 
Itself. 



62 

III thus reporting to you, Conrall deliberately cliooses to assess its problems 
as realistically as possible. We treasure what we believe is this Committee's 
trust that Conrail has told it, and will continue to tell it "as it is." Our dedica- 
tion to achieving the task set out for Conrail will not cause us to confuse objec- 
tive appraisals with enthusiastic, but unrealistic, promises. 

On the basis of our objective appraisal, Conrail believes that the potential 
still exists for a private sector solution which not only provides adequate and 
efficient rail service in the Northeast, but also preserves the Inherent efficiencies 
of the market-economy system for the entire rail industry. 

Conrail's most recent Five Tear Business Plan has been submitted to USRA 
In accordance with the Financing Agreement, and copies of the summary and 
introduction of the Plan have been provided to the Committee for your informa- 
tion and review. The Plan describes si)eciflc details of the proposed programs 
and plans to be undertaken in the period ahead, and lays out the necessary 
economic assumptions on which they are based. 

There are a numl)er of key Issues on which Conrail must continue to especially 
concentrate its energies and resources if the Northeast rail system Is to be re- 
vitalized. These include: 

(a) The need to improve the traffic base and to increase revenues ; 
(b) The need to improve the productivity of its major cost—personnel; and 
(c) The need to improve the regulatory response to the Conrail situation. 
It is also Important to understand the full economic impact of the several as- 

.suraptions contained in the plan, such as the anticipated mtes of inflation, wage 
levels, and possible changes in the law or in regulation. We believe the assump- 
tions in these areas are reasonable. 

Progre.ss toward resolving these issues and to avoiding critical changes in these 
assumptions obviously is dependent in part on factors beyond Conrail's control. 
But Conrail has a positive program underway in each area where it can have an 
impact. For example, in regard to revenues, let me cite several factors: coal ton- 
nages have not grown as projected earlier, due to the fact that demand has not 
increased as much as e.vpected following the oil embargo. In addition, revenues 
generally have suffered from the continuing decline in strength of the North- 
east economy relative to tlie rest of the nation. .iVnd finally, some revenues have 
been lost becaiise of Conrail's service problems. 

To meet this situation Conrail is undertaking a number of specific revenue 
producing strategies and programs. As we move ahead in their implementation 
we are making sure the programs are keyed to Conrail's basic mission of pro- 
viding rail services shippers really need, at competitive rates which will cover 
costs and earn the rate of return necessary to achieve economic viability. There- 
fore, the priority is to look hard at investments in those facilities that provide 
the kinds of service improvements that will attract shippers, including those 
who have abandoned the rail mode, and which will add new bnsines.s. 

To I'etter target revenue opportunities, a study of market strategy is being 
completed that identities major commodity "lines of luisiness" to determine the 
optiranm levels of service, pricing, and investment for each. 

We have also undertaken a comprehensive program to improve car utilization, 
which will both improve the reliability of service, and cut costs. 

To meet equipment needs Conrail's Five Year Plan calls for expenditure of 
83.47 liillion to maintain, repair and overhaul freight cars and locomotives. In- 
cludefl in these programs are the heavy repair of almost 55,000 freight cars and 
about 3.600 locomotives. We plan to acquire 11.516 revenue cars at a value of 
S4n6 million, and more than 11,000 TOFC trailers nt a cost of $114 million. In 
addition. .$408 million will be expended to acquire 600 locomotives, 85 cabooses, 
and other pieces of non-revenue equipment. And we will continue the ambitious 
track renewal program which, over the next five years, calls for the laying of 
welded rail on 5.226 additional miles of track, and the installation of 23 million 
new ties. 

The improved operations which are permitted as the rehabilitation program 
takes effect are critical to the important goals of increased efficiency and im- 
proved service. This Improved service, in turn, we believe, will attract new 
business and help lead to the increase in revenues Conrail needs if It Is to reach 
its ultimate objective of economic viability. 

The cumulative result of the five year rehabilitation program ahead, following 
on that already completed will produce great steps in the program of improving 
tra<'k and equipment. This will result in a reduction in the out-of-service ratios 
or the locomotive fleet from the current 18 percent to an average for 1982 of 10.8 
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percent, and for freight cars from 13.3 to 7.3 percent. In addition, by the end of 
1982, slow orders will have been reduced from nearly 8,000 miles on April 1, 
1976, to less than 1,800. 

Very clearly then, the crippling effect of the physical deferred maintenance 
problem that existed for the bankrupt rail systems, and which Conrail inherited 
upon conveyance of the properties, will have been largely overcome—but at a 
cost considerably in excess of what had earlier been prolpcted. 

Other Conrail programs are designed to bring costs under better control and 
improve productivity. For example, Conrail must develop better ways to manage 
the use of it.s capital and laltor resources, including the creation of better 
quality jobs. At the present time Conrail is negotiating with its labor brotherhoods 
seeking major changes in work rule.s. Other opportunities for labor savings will 
take place with the continued consolidation of bargaining contracts as mandated 
In the 3R Act. 

As Conrail now assesses the five years ahead, it has estimated a need for 
additional federal financing of $1,283 billion for the 1978-82 i)eriod. In addition, 
${>59 million will be sought in the private sector for the acquisition of new rolling 
8t0<.'k. 

This financing requirement, however, should be seen in proper context: with- 
out considering equipment acquisitions, the Five Year Plan calls for total expen- 
ditures of $9.5 billion in maintaining and rehabilitating the physical as-^pt.« of 
Conrail. Thus, the federal share of Conrail's financing needs, while not incon.'sider- 
able. is still only a fraction of the total sum which Conrail will spend in maintain- 
ing and rehabilitating its physical rail plant in the Northeast in the next five 
years. 

In the most basic sense, however, the question of whether an additional $1.3 
billion, or whether more or even less is the appropriate amount, for the fedei-al 
government to invest in Conrail is not the prime question before you today. The 
prime question, we believe, is whether this additional investment is the be«t way 
available now to achieve the greatest possible progress toward the goal of pro- 
viding adetiuate and eflScient rail transporation at the least possible cost to the 
taxpayer. 

Conrail believes that the answer to the question is "yes." 
But as hopeful as we are that Conrail can achieve the objectives which have 

been .set for it, and as committed as we are to the challenges spelled out in the 
Five Tear Business Plan, we cannot guarantee success. And as a result, it might 
well be that you will be asked to pause again to consider alternatives such as 
nationalization, controlled transfer and even liquidation. In any examination, let 
us l>e certain that each alternative is challenged as to whether it solves the 
problem not otherwise solved, rather than merely substituting different methods 
for providing federal funds. The alternatives of which we are aware have been 
studied and considered before, and were found to be wanting both in regard to 
their high cost, and/or in the levels of service to be supplied. I believe this con- 
tinues to be the case. 

Let me say that Conrail is more than willing to assist in exploring other options 
as they are put forth ; in fact we are eager, as we must be diligent in pursuing the 
goal of least cost. But I would suggest that now is not the time to interrupt or 
jeopardize the sul)stantial progress that is now being made. 

The task assigned Conrail continually grows more complex. For example, 
last week, the ICC promulgated a formula for fixing per diem charges at a 
level two years hence which will cost Conrail, on an annual basis, approximately 
$50 million more than previously anticipated. Tlie ICC's objective is to en- 
courage the rail industry to invest in more, new. revenue equipment in order 
to bring about the creation of improved car .supply and utilization of tlie car 
fleet. Its major impact will l)e to increase i)er diem payments from r.nilroad 
to railroad within the industry. Conrail, because of the historic Inbalance 
In traffic flows, has a lot of non-owned equipment on the system at most times. 
Thus, the result of that Commission action will Ije an additional expense it 
can ill-afford. Obviously the impact on rail service in tlie Northeast Ls the same, 
whether or not Conrail is the rail operating entity. But the fact remains that 
when the ICC considers of long-term benefit to the nation will be disruptive 
to the more immediate task before Conrail. 

Or consider the continuing Impact of inflation. On a purely arithmetic basis, 
by the end of 1977, Conrail had decreased the physical amount of deferred 
track maintenance which it inherited from the bankrupt carriers, by $195 mil- 
lion. But in the same two years, inflation has caused the present dollar value 
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•of the deferred amount not yet performed to remain at the same dollar amount 
•tlespite the accelerated work being done. Obviously the conclusion is a sort of 
never-catcU-np situation for which immense spending in itself is not the com- 
plete nor prudent solution path. The key to gaining control must be manage- 
ment of the problem through future route rationalization and improvements in 
lal)or productivity. 

Critical developments such as these not only underscore the complexity of 
the problem, but illustrate that massive, simplistic solutions are not available. 
Moreover, they indicate that each of the interests w-hicli comprise tlie rail trans- 
portation resource of the nation are also very real parts of the problem. 
Everyone involved, shippers, labor, the rail industry, regulatory agencies, and 
the people in the communities themselves must recognize the interdependence of 
their actions, the conflicts of their goals, and the contribution that will be re- 
quired in realistic solutions in the public interest. Conrail's programs for the 
future will strive to addre.ss each of the problems, while diallenging all those 
to participate in tlie process required to meet the common objective. 

Witli all of that, Conrail l)olieves the course wliich it is embarked upon 
Is tlie right one for achieving maximum progress toward providing adequate 
and effitient rail tran.sportation at the lowest cost to the taxpayer. In that light, 
Conrail recommends the Congress favorably consider additional investment in 
Conrail as described in the summary of the Five Year Business Plan. 

We will be pleased to answer any questions you may liave. 

Jlr. EooNEY. Thank you. As I told you prior to this hearing, I do 
have some questions that I received from Conjrressman Giaimo. They 
will now become part of the record, and the record will remain open 
until you have an opportunity to respond to the questions. 

I might say he did ask me to ask the first question. Does ConRail 
plan to move any of its regional headquraters to different cities? 
Specifically, does ConRail now plan to transfer its Northeast regional 
headquarters from New Haven, Conn.? If not, is the matter imder 
consideration? 

Mr. JoRDAX. Jlost of the conversation about moving the head- 
/quai-ters is taking place outside the company ratther thtan inside. 
We do have under continuing review the question of where it is 
appropriate to locate our facilities. For example, we have moved 
functions from Detroit to Buffalo and to other locations. 

But, I can a.ssure the Congressman and will stnte for the record, 
at the moment, we will not be moving from Xew Haven, Conn. 

[The following material was received for the record:] 

QUESTIONS OF HON. ROBERT N. GTAIMO .\N-D CONRAIL'S RESPONSE THERETO 

1. Does Conrail plan to move any of its regional headquarters to different 
titles? Specifically, does Conrail now plan to transfer its Northeast Regional 
Headquarters from New Haven, Connecticut? If not, is the matter under 
•review? 

Conrail has no plans to move its regional headquarters from New Haven, Con- 
necticut and the matter is not under review. 

2. The General Office Building staff in New Haven has been experiencing 
continuing la.voffs for the past year and a half. After tlie present set of layoffs, 
they will be down to Qi people. At the same time, many of these jobs are being 
transferred fiO miles away to Springflled, Massachusetts, where, I am told, Con- 
rail has to hire people off the streets and must rent office space for these opera- 
tions, while at the same time space is available and not being u.sed in New 
Haven. 

What is the status of the jobs of the remaining 94 people at the General Office 
Building? Are we to expect further transfers or layoffs? If so, what is your 
Justification for moving jobs from a city in which you have qnalifled workers 
and suitable office space to a city where you mast train new workers and rent 
spn'^p? 

First. It should be made clear that only six of the jobs transferred from 
New Haven have been moved to Springfield. All of those people did transfer 
and no new people were added to the Springfield office. 
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Presently our records show that as of May 1, 1978 at New Haven there will 
be 28 agreement positions la the payroll department; 42 agreement positions In 
the passenger accounting department; 3 agreement clerical in transportation, 
freight sales and freight sales departments and 22 agreement positions In the 
systems department. 

Conrail is in the process of installing a new payroll system tJiat will alter 
considerably the allocation of its work force. It is being implemented throughout 
the Conrail system and will affect several locations, including New Haven. As a 
result of the Implementation of this system we expect that between this time 
and the end of 1979, 24 positions in the payroll department will be abolished 
Because a signilicant portion of the payroll function, now being performed by 
the Finance Department, will be assumed by the Operations Department at the 
Division Headquarters level, 8 of those positions will be transferred to Spring- 
field. Because jobs at Springlield will involve the use of new entry procedures 
into the computer (under existing labor agreements), they must be posted as new 
iwsltions in the seniority district for Springfield. As a result, transfers will not 
be offered. 

As of May 1, 1978 there are 22 agreement positions being held in New Haven 
in the Conrail Systems Department. Since these positions i)erform a support func- 
tion for Uie payroll function, they will also be abolished as the new payroll 
system is implemented by the end of 1979. 

It i.s anticipated that during the same period the.se reductions will occur 
a continuing reorganization of the Conrail system will result in the decentraliza- 
tion of other functions. Wliile the reductlons-in-foree noted above will occur, it is 
likely that as a result of the continuing reorganization, other positions will he 
relocated. New Haven, with space and an experienced work force is a certain 
location for some of these positions. Therefore, the net employment impact on 
New Haven will be considerably less than is presently indicated. 

3. I have been told that it takes at least 10 weeks to process a Title V claim. It 
is unconscionable to make people wait so long without mone.v. The claim must go 
first to Conrail, then to the Railroad Retirement Board, then back to Conrail 
Iiefore the worker nan receive any compensation. Do you have enough people 
working on these claims? Would more people reduce the delny? Why can't exist- 
ing personnel or additional people be used by the Regional Offices (instead of 
being laid off) to handle these claims? 

Normally, when a claim is received by the Title V Supervisor, it Is held for a 
month until that month's earnings are received from the Payroll Department. 
Additionally, the labor organizations and Conrail agreed that in processing claims 
the so-called "one for one" principle should be applied. This principle requires, at 
a minimum, that processing be held in abeyance for at least a month after the 
close of the claim month. Once the earnings are received it u.sually takes one 
week to process a claim. However, if an individual is a non-earner for an entire 
month, his claim is processed immediately upon receipt. 

Title V claims are only paid on a monthly basis while regular wages are re- 
ceived every week so no emi)loyee is without wages for a month at a time. I would 
al.so like to point out that when an employee files his first Title V claim, it may 
take six to ten weeks to complete processing of tliis initial claim; however, if he 
flies claims regularly, and most of the 15,000 claimants do, he receives his allow- 
ance on a monthly basis. 

Title V' claims do not go to the Retirement Board, they go directly to the appro- 
priate Title V office. However, the procedures of the Railroad Retirement Board 
require that Conrail offset and return unemployment insurance received against 
Title V monies claimed. 

Insofar as sufficient help working on claims, our Title V office at New Haven 
received a total number of claims for the months of February and March of 1978 
of 1,284 and handled 1,049. The 1.284 claims for these two months exceeds the 
average of 500 claims per month due to the fact that the month of February, is a 
short earnings month, historically generates more claims than any other month. 
We feel there is sufficient help in our New Haven office to handle the work load. 

4. How many jobs in total have been moved from New Haven to Springfield 
since Conrail began operating? Were any of the people laid off in New Haven 
given the opportunity to follow their jobs to Springfield? How many were trans- 
ferred? What was the justification for moving these jobs 60 miles away to a city 
without trained personnel? 

Conrail has relocated six positions in Springfield, Mass., that prior to April 1, 
1976, were part of the New Haven office. All of the i)eople who were transferred to 
Springfield were given the opiwrtunity to move to that location. Six individuals 
did transfer. The six positions that were transferred included: 
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Assistant superintendent, assistant chief dispatcher, three (3) train dis- 
I)atchers, and one (1) clerk. 

All of these positions are associated with the work done at the Division Head- 
quarters located at SpriniErfield, Mass. The New England Division headquarters 
has l»een located at Springfield, Mass., since June 1,1975. 

This change resulted primarily from the fact that on December 30, 1974, a 
major operating change occurred on what is now the Northeast Corridor. To 
improve freight service and lessen interference with passenger operations, all 
overhead or through freight was removed from the New York-Boston "Shore 
Line." For the most part, that freight traffic was rerouted via Alban.v, N.T., and 
then over Springfield. Mass., to Boston, Mass. From a freight persijectlve, Spring- 
field, Mass., became the logical place to consolidate oijerations control of tlie New 
England Division. During the time between December 30, 1974 and April 1. 1976. 
Penn Central did retain operational control of the "Shore Line", that is; it was 
responsible for the maintenance of right-of-way equipment, dispatching of trains, 
etc. 

In the Railroad Revltalization and Regulatory Reform Act of 1976. Congress 
mandated the transfer of the ownership and operation of the Northeast Corridor 
to Anitrak. This had an obvious Impact on Conrall when it Is compared to its 
bankrupt predecessors which owned and operated the Corridor. The attached map 
shows the trackage ojjerated by the Penn Central that now is under the control 
of Amtr.nk. From a direct oiwrating control perspective. New Haven Is no longer 
at the center of major Conrall operations, while Springfield, Mass. Is located on a 
Conrall freight mainline. A freight density map. also attached, demonstrates 
more graphically the fact Springfield, Mass. is the center of Conrall operations in 
the New England Division. 

Amtrak now owns, maintains, and controls the operation of the rail line be- 
tween New York and Boston, known as the "Shore IJne.'" It also owns, maintains 
and controls operations over the line between New Haven and Hartford. A large 
number of former Penn Central employees were transferred to Amtrak as part 
of this change. All of the malntenance-of-way employees and engineering depart- 
ment positions a.ssociated with the.se lines were transferred. Since Amtrak con- 
trols operations on the (^orrldor, it dispatches both passenger and freight trains 
that do oiierate over the Corridor. Conrall continues to provide local freight 
service along the Amtrak-owned lines since It has trackage rights for this 
purpose. 

Amtrak also assumed ownership of the New Haven engine house and motor 
storage facilities. 

All of these changes have required that changes be made in Conrail's organiza- 
tion. It no longer is as large an operation. It no longer employs nearly as many 
people. The changes required Conrall to consolidate its operations. The snpi>ort 
force had to be reduced. While It Is likely that Amtrak has also made transfers 
based on operational considerations, Conrall does not have any specific Informa- 
tion as to their actions. 

In short, six positions were transferred from New Haven to Springfield for the 
puriKise of improving organizational efficiency. 

5. I've been told that Conrail does not own office space In Springfield and that 
It must rent space to house its operations there. What Is the total area of office 
si)ape in the New Haven office building? How much space currently is being occu- 
pied by the Northeast Regional Office? How much Is occupied liy other Conrail 
offices? How much is now vacant? What will be done with the vacant space? 

How much office space does Conrail own in Springfield? How mnch space does 
It now rent in Springfield? How much does it i)lan to rent next year? What is 
Conrail paying for the space it now rents? Is all the rented space suitable for 
offices? 

There Is approximately 90.000 square feet of office space in the New Haven 
General Office Building. Approximately 62,000 square feet are presently in use 
by Conrall employees. Consideration is being given to leasing the unused space. 
We expect to lease 28.000 square feet in the Springfield paissenger station once 
consolidation of all New England Division forces at Springfield from Westerly, 
Mass., Providence, R.I. and New Haven, Conn, has been accorapli.shed. The space 
In the Springfield passenger station presently does not adequately meet our 
standards, however, lease negotiations underway now are expected to result In 
the necessary Improvements. 
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6. What was the total cost of moving ConraU's work to Springfield; that is, 
salaries, rent, and Title V compensation for the laid off workers in New Haven? 
What would have been the costs to Conrail to retain the transferred work in New 
Haven? 

Since only six positions were transferred to Springfield from New Haven, and 
six individuals did transfer, no Title V costs have been incurred. Rent costs are 
minimal and there has been no Increased salary costs incurred as a result of the 
transfer. 

7. How many people do you have working In New Haven on the processing of 
Title V claims? For how many states do they process claims? How many claims 
per month go through that office? 

Describe the route that these claims travel. In other words, after a claim is filed 
in New Haven, how many stops does it take before the worker receives a check? 
How long does each stop usually take? 

How many people do you have in New York and Philadelphia working on Title 
V matters? For what areas do they process claims? Could the New Haven olfice 
handle any or all of this work just as easily ? 

Regarding question No. 7, there are presently three people working in our New 
Haven office. They process claims for Connecticut, Massachusetts, Rhode Island 
and a part of New York. There are approximately 500 claims received in New 
Haven on a monthly basis and the office processes 500 claims on a monthly basis. 
In our opinion, New Haven is current. 

Title V claims are sent to the employee's immediate supervisor where they are 
partially verified; then they are sent to the Title V Office where verification is 
completed, and then they are forwarded to Philadelphia for payroll processing. 
These three steps take approximately 90 days. 

There are presently eight people working on Title V in the New York area 
(two offices, one In New York City and one In Buffalo), and 30 people in the 
Philadelphia area. The processing areas are the State of New York and the 
Eastern region of Pennsylvania. The work of the Title V offices in New York 
and Philadelphia could not be handled in an expeditious and efficient manner 
by the New Haven office since all pertinent records are located in areas situated 
around the various work locations of those two areas. 
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Mri RooNEY. Thank you. There was considerable less tonnage car- 
ried by ConRail in both 1976 a-nd 1977 than was projected in the final 
systems plan. I wonder if you could indicate for the committee the 
extent this decline was due to general economic decline in the North- 
east and how much was applicable to strikes and other causes ? 

Mr. JORDAN. Yes, sir. The year 1976 is very difficult as a basis com- 
parison. As you know, we had a truncated year in which we operated 
for 9 months. I think for the benefit of accuracy and reliability, I 
would like to concentrate on 1977 for our plan as well as tlie final system 
plan. 

Basically, we did not achieve our overall goals and we were substan- 
tially below the FSP. The principal difference lies in the amount of 
total tonnage we carried. My recollection for the number is for the 
first 3 years of our operation we would have carried 50 million less tons 
of coal tlian was pro]ect<>d in the final systems plan. 

Most of this coal was not carried because it was not moved in the 
Northeast. On the other hand, we have had car shortages and difficul- 
ties with locomotive power. As a result, we did not pull all of the 
fright that was available to us, not only the coal but in general mer- 
chandise traffic. 

Finally, the winter of 1976-77, followed by the winter of 1977-78— 
you will forgive a parenthetical expression, but it is a little hard to 
undcrstaiul how each bad winter that we have is always the worst in 
100 yeai-s, and I have not figured out how they know that—but, in both 
cases, we suffered losses in revenues and customers, and in many cases, 
many areas wore shut down to rail operations. 

You will recall this last winter the snow in February shut down the 
Providence area for a whole week. As a result, we were unable to move 
our equipment. We were frozen in. The end result was that we did not 
move tiie traffic. For the record, I will submit to you, if I may, the 
details of our business plan. I will break tliis down by a dollar amount. 

Mr. RooNEY. I would appreciate that. 
[The information requested was not available to the subcommittee 

at the time of printing:] 
Mr. RooNEY. Mr. Jordan, on page 3 of your statement you state, you 

"can now identify a number of problems which, for the most pai-t. must 
be solved by institutions in cooperation Avith ConRail and which crit- 
ically affect ConRail's ability to succeed." 

I wonder if you could elaborate on that statement and indicate what 
problems you had in mi-nd and what institutions you might have been 
referring to ? 

Mr. JORDAN'. Yes, sir, I think there are two principal problems which 
T would identify for you. The first is the matter of the labor negotia- 
tions which we have been undertaking for the 2 years since we com- 
menced operations on April 1,1976. 

Under the statute, we, as were the brotherhoods, were required to 
reduce the collective bareraining agreements for each class and craft. 
As I recall, they were to be reduced from 285 total agreements to aboiit 
35 agreempTits. Those negotiations have continued forward through- 
out the last 2 years and. at the moment, without discussing them in 
pnl>lic, if T may, since I do not think that would be beneficial or favor- 
al)Ie for any party, we believe those negotiations are moving forward 
with considerable progj'ess. 
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Nevertheless, we are not able to give unilateral approval. This is a 
collective bargaining process. 

As the Secretary identified in his statement and as has been identi- 
fied in the summary of the business plan, we anticipate substantial 
labor savings from improvements in our agreements. They are sepa- 
rate from the productive improvements which are identified in such 
areas as terminal improvements, car utilization, et cetera. 

The second area, here I will refer to institutions, goes to the ques- 
tion of regulation. It is our view, in general, the nature of regula- 
tion, as it has been imposed upon the rail industry, and in particular on 
ConRail in the Northeast, is not beneficial to the progress of the cor- 
poration as well as to the rail industry generally. 

Several months ago, you held hearings at which you a.sked me to 
bo one of those who testified. You may recall I indicated at that time 
that the dynamics of the industry and the changes that are taking 
place with our customers are simply beyond the process of regulation 
as it is presently in place. 

We believe, over the next several months, we can identify and bring 
forth a program for regiilatory change which we trust will be not 
only beneficial to the company but which will allow us to be more 
resjjonsive to the shipper and more responsive to the needs of the corn- 
mini ities we serve. 

Mr. RooNEY. I wonder if you would comment on the number of em- 
ployees that you have. There has been some criticism in the past week 
or two about ConRail having too many employees. Would you like 
to comment on that ? 

Mr. JORDAN. Certainly. Our 5-year plan, which will take us out to 
7 years in ConRail's experience, projects a final employment of about 
8:l000 average in 1982. This compares to 94,000 on April 1. 1976, 
which was down from the employment of the bankrupt properties. 
A number of people simply did not transfer and they were surplused 
under the title 5 provision which Mr. Skubitz and the Secretary dis- 
cussed at some length. Today, we are operating with approximately 
86,000 people. However, we are bringing to our labor forces 
aliout 3,000 people for the benefit of our accelerated rehabilitation 
pi'ogram. These people do not work diu'ing the winter months when 
it is not possible to lay track. 

I think it would be fair to say that on a to-date basis, we have moved 
with dispatch on a reduction of our surplus people. In the future, the 
results of our eflForts will come from such programs as terminal im- 
provements, and hopefully, from the collective bargaining agreements. 
The results are less from tlie identification of people not performing 
needed tasks, but rather, from reorganizing the efficiency of the opera- 
tion so we need less people to carry out the work. 

For example, it is not possible, in our judgment, to walk in and 
identify every third person as surplus when in fact they are perform- 
ing a valid function. What you have to do is reorganize the nature 
of their work to make sure they are not doing tasks which are no 
longer required. 

I should add, if I may, a couple of additional comments. Mr. Sku- 
bitz quoted a figure of 56 percent labor costs. I think this number is 
closer to 63 percent. So, the problem is even more severe than he indi- 
ated. He probably did not include our fringe benefits. 
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Mr. RooNEY. What is it in the private sector ? 
Mr. JoRDAX. .52 percent for the rest of tlie railroads. 
Mr. RooNEY. Why is there that great disparity i 
Mr. JoRDAX. One cause is that we operate a lot more passenger trains 

than anybody else. We have 10,000 people employed on our passenger 
train operations, particularly on the commuter operations. But, if 
vou exclude those, the relatively liigher level of C!onRail employment 
^oes not change a great deal. 

Mr. Skubitz is right, this factor of ojieration has a lot to do vrifh 
the labor agreements which are not consistent with the rest of the 
industry. Moreover, I think it has to do with the number of people 
wo have today fixing the railroad. We are not laying track magically 
out there, Mr. Chairman. 

We are fixing 25,000 cars in 24 months; we are laying 5 million 
tics a year. That is bcinir done with people. Yes; they use machines, 
but there are big gangs out there worldng with them. We are not going 
to fix the railroad wit lout utilizing people to do so and for the next 
several years, we are going to continue to have more people than other 
railroads until we can get ConRail back where it can provide service. 

Mr. RooNEY. On page 7 of your testimony you indicate there has 
been a comprehensive progiam which is about to be undertaken to 
improve car utilization. I wonder if you would comment on this. As I 
understand, the car utilization is one of the major problems facing 
ConRail, is that correct ? 

Mr. JoiujAN. You are absolutely correct. It is a serious problem. It 
was itlentified 3 years ago in the final system plan as a serious prob- 
lem. In fact, in my judgment, it was perhaps the lynchpin or key- 
stone of the whole Final System Plan improvement plan. Improved 
car utilization is not only to reduce costs, but reduce the capital 
requirement for buying new cars, and better utilize those which are 
available. I think there are many misunderstandings about car utili- 
zation. 

At the Southern Pacific, they have the so-called TOPS system, which 
is the most highly regarded system in tiie industry today to providing 
an answer to car utilization. It provides a means for people to make 
better decisions to get better utilization. 

We have studied the question and I know many people think we 
study questions too long, but we are looldng at a $60 million invest- 
ment just to bring the system up to a point where it is usable. I do 
not think we should undertake such an investment without expend- 
ing a little time and effort on it. As a result of that study, we con- 
cluded there are benefits in car utilization which would accrue to the 
corjioration with the installation of the system. 

On the other hand, the study said it would take about 4 years to 
get it installed. The final system plan did not pro\ide for even 4 days 
to get it installed. It assumed we would have the system almost im- 
mediately. As one of these people who participated rather actively 
in the development of final system plan. T am guilty of participating 
in that judgment. It was not a very smart move on our part in those 
days. 

Before ConRail made the decision to proceed with the $fiO million 
iuA-estment, we took a Ijctter look at the discipline required on the part 
of those using the system and concluded we already had in place the 
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rudimentary facets of a car utilization system that would better dis- 
cipline our people. 

We could, in fact, with a rather more modest investment, which we 
estimate at $14 or $15 million, achieve the entire benefit of the car 
utilization improvement as projected with the basic system. 

Wliere we are today is moving ahead on the latter approach. We 
have a test going on in the larger Baltimore area, and extending into 
Pennsylvania, which will improve car utilization, we believe. It is a 
documented program. 

Then, we are moving forward with the development on a larger sys- 
tem. I think Mr. Spence should comment on the value of such a system. 
The operational mode is going to be a requirment to run a company of 
the, size ConRail will be some 5 or 6 years out. 

Mr. SPENCE. Thank you, Ed. Mr. Chairman, Mr. Jordan has out- 
lined this so succinctly there is little to add. I think we do have to go 
Taack to one of the fundamental considerations of the final system plan, 
that tlie simple installation of a massive, intcgrattnl realtime, consecu- 
tive reporting data system would be cureall for the utilization prob- 
lem. As Mr. Jordan has pointed out, the simple imposition of such a 
system is not the answer. 

One of the sayings that we used to have in first looking at data sys- 
tems is you cannot impose a system until you operate systematically. 
The railroad that we took over in April of 1976 certainly was nmning 
anytliing but systematically. 

First of all, it was a collection of systems. One of our first challenges 
was to organize the system in a cohesive way so a system when it was 
developed would have some meaning. As Mr. Jordan has pointed out, 
we have been hard at work reorganizing the opeartion, itself, so that 
at a point in time, we would make the installation of the system 
effective. 

One of the underlying things we have to do is reorganize the freight 
schedulers themselves because they have existed on paper from the be- 
ginning of the Penn Central many years ago. They have never been 
reorganized. They have been structured around those earlier schedules. 

We have been working these 2 years to understand and reorgani7e 
those schedules into a realistic schedule tliat would have meaning and 
that would be imderstandable to people. I am happy to tell you we are 
readv to cut these off this May 15. 

The other thing that is so important in making a system work and 
particularly in lining up your schexlules is terminal schedules. Be- 
cause road schedules are fine, but if you do not schedule your termi- 
nals, the relationship to movement of cars is nonexistent. 

We have been hard at work, as Mr. Jordan mentioned, on terminal 
improvement programs which will provide internal scheduling within 
the terminal. We are cutting in about nine terminals during the sum- 
mer. This terminal improvement program will be an integrated sys- 
tem so the people imderstand the internal flow of cars within the 
terminal. 

Then, as Mr. Jordan mentioned, we have what is the pilot model of 
real car distribution in the Baltimore system, a pilot system program 
expanding to the whole system by this year. As he pointed out. we will 
be developing and using the existing system and cleaning it up in 
parallel with developing the large-scale system that would take too 
many years to build, create, and to impose on that system. 
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So, I agree with Mr. Jordan that to have spent the money dream- 
ing that a big system would have cured our immediate problems would 
have been foolhardy and it would have been wasteful. I wholeheart- 
edly agree we have adopted the proper course of action in solving 
first problems first. 

Mr. EooNEY. Thank you very much. The response is very gratif jdng. 
I hope it works. 

Mr. JORDAN. SO do we, Mr. Chairman. 
Mr. EooNEY. The distinguished gentleman from New York, Mr. 

Murphy, is recognized, who is also the chairman of the Commitee on 
Merchant Marine and Fisheries. 

Mr. MtXRPHT. It is a pleasure to see you today. We have a little rail- 
road in New York City. It is called a rapid transit system. The city 
liad to take it over and when it took it ovov. it wa^^ pioliably at tlie 
bottom of its operational maintenance, and any other category you 
want to look at. 

It is probably not unlike tlie svstein tlint ConRail inherited at the 
very bottom of the economic cycle of those railroads within their 
bankruptcy. 

This conimittep v>-ns partly rosnonsible for the '^-H and -1—E Acts and 
where we are today is the funding—what might appear to be neces- 
sary funds for tlie fui'ther continuaTice of (Viiil?:'.ii. lint MI tlic 3-R 
Act, there was a very serious statement made that the ci-eation of Con- 
Rail would still prej-zcrve comiJPtition jis far j's sircis were ronccrnod. 

In the New York area, I do not think we have soen a preservation 
of competition. I think we may even see a stifling of competition. I am 
speaking particularly about the fact there is no competitive line into 
New York. 

I brought this to the attention of ConRail. Mr. Cliff O'TIaia. from 
the i)ort nnthority lias worked closely with this. "When we did the 4—R 
Act, I offered an amendment that stayed in and, in fact, is the law 
today. That was on rate equalization. 

There are probably two areas of rate equalization. One would be the 
equalization of rates from an area 300 miles west of the Northeast 
ports, and rates were to be equalized to those ports so one port would 
not enjoy a competitive advantage over the other. 

It liad its genesis in the 1963 Supreme Court decision that equal- 
ized those rates. We have seen that rate equalization runs into tronblo 
on an interpretation, and the interpretation is that trailens on flat 
cai-s and containers on flat cars are treated differently than freight 
cai"S and freight movements into the East. 

Then, in fact, we come down to perhaps what you might call a spe- 
cial case which the Federal law dealt with and that was the equaliza- 
tion of rates within the Port of New York. The amending language, 
which I offered, was accepted. In fact., the gentleman from Texas. Mr. 
Young, was very helpful in that conference much to the consternation 
of the Senator from Maryland, who, at the time, had sought to strike 
that language. 

I think most people in the room are well aware of those effoits. But, 
it is in the law that the rates within th<» Port of New York or within 
a port^—any port—will be equalized. When I questioned the U.S. Rail 
Association yesterday, in a series of questions, I specifically went to 
the question of equalization within the ports and I refei-red to a letter 
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that was signed by John Sweeney, who was ConRail's vice president 
for governmental affairs. 

He has addressed it to Stuart Johnson. In his letter, he thanked Mi*. 
Johnson for his letter and enclosures of September 23, 1976, going 
back shortly to after the effective date of the act. It i-cads: "In regard 
to your concern over certain tariff publications which would disrupt 
the import-export part to or from JKCW York Harbor by providing for 
a lower level or rates to the dock facilities on the New Jersey side tliau 
would apply to dock facilities on the New York side of the harbor, the 
efFoctive dates of the tariff to which you referred have been postponed, 
and it is ConRail's intoiition to canc<'l applications for rate changes 
on some of the commodities involved and to amend tariffs on the other 
commodities, so as to make the rate application on the involved com- 
modities the same to all points in New York Harbor, For your in- 
formation, the tariffs to which you referred were filed in continuation 
of a policy which had been adhered to by one of the bankrupt roads 
whose lines are now operated by ConRail. On its face, that would seem 
to he an adherence to the policy of rate equalization within the ports. 

But, ConEail filed tariffs that had higher charges to areas on the 
New York side of the port than the areas on the New Jei-sey side of 
the port. That was 1976. This is 1978, and we still have the same 
condition existing. 

We see that the State of New York has added $9.9 million to rail 
renovation in the Brooklyn district terminal area and in jiai-ts of the 
rail operations in Brooklyn. And, yet, we see this discrimination and 
a consequential grip in freight hieing handled on that side of the 
harbor. 

Why would ConRail file i*ates that were discriminatorv within that 
port? 

Mr. JORDAN. Mr. !Murphv. do you wish me to address onlj- the ques- 
tion of the intraport rates at this point ? 

Mr. irniPiiY. Yes. 
Mr. JoRDAX. .\s your prefacing remarks so fully covered the whole 

situation, you are clearlv more expert at it than I. But the ii=sue. I 
believe, is the que„stion of costs and the movement of those trailers on 
the New Jersey side to the New York side. The nature of the port 
operation in terms of its facilities is one of homogeneity, ns you Icnow, 
and the New York-New Jersey Port Authority is attempting to oper- 
ate on that basis. 

As recently as vostonlay I discussed not onlv the intraport rates 
but the niiestion of interport equalization with both Mr. Sagner find 
Mr. Goldmark. Within the port, the qiie«tion is can we absorb that 
cost? Is that a reasonable cost to absorb or are we then noncomyietitive 
in relationship to our primary competitors and losing money on that 
freijrht. 

We do not think we would be competitive with the truck operating 
railroad which is the serious competition for the New York market for 
your trailer on flat car business. Nor do we bel'ovo—and T think the 
figure will clenrly indi^ato thnt thnt we cotild absorb the cost of mov- 
ing those trailers, from the New Jersey side to the New York side 
and stav in business. 

If I heard the Secretarv and the chairman correctly. ft1..3 billion is 
the last time. I think under those circumstances, a private corpora- 
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tion is hard pressed to understand why it should absorb a ooet which 
will make it not only noncompetitive but lose money and continue in 
business. 

It would seem the difficulty in New York lies in the operation of 
the port itself and the clearly difficult problem that is tliere, wliich you 
are more familiar with, of trying to balance the respective employ- 
ment and economic development opportunities on either side of the 
port which is clearly part of, I gather, the original charter of the New 
York-New Jersey Port Authority. 

Jilr. MURPHY. Mr. Jordan, the law clearly states that rates were to 
be equalized within a port. You have just admitted a viohition of the 
law. 

Mr. JoKDAX. Mr. Murphy, I do not think that is what the law states. 
I think it provides for authority within the Interstate Commerce Com- 
mission to act in this manner. It would be my belief and that of our 
counsel that that is where the matter lies, not Avith us, that we are not 
violating the law. 

Mr. MURPHY. I would say from a position from wliere I sit that you 
filed the rat« knowing that the law calls for an equalization of the rate 
within that port and that you filed an illegal rate. 

Mr. JORDAN. Cle^irly we see the problem from two views, as you said 
from where you sit, but from where I sit, we are clearly adhering to 
the law. 

Mr. MURPHY. And you have read the law and counsel has advised 
you accordingly? 

Mr. JoRDAX. Yes, sir. 
Mr. MFRPHY. By way of ConRail to Kearney, N.J., and then 

to Port Elizabeth or Port Newark, the co.st would be different than if 
you moved to Kearney and then used drayage to go over to Brooklyn. 
There obviously woidd be higher cost in that extra incremental move- 
ment. 

But the law was written to equalize rates within that port and not 
have the economic entities within the port discriminating against each 
other. 

Mr. JORDAN. I have commented on our interpretation of that act. 
I think that the matter should be brought before the Interstate Com- 
merce Commission, to -whom I believe that the language you specifi- 
callv refer to as you having authored it. 

Mr. MFRPHY. At this point, I am going to ask the chnimian of this 
8ulx!ommittee to ask the Intei-state Commerce Commission to come 
here, along with represontatives of the New York Port Authority, 
tlio Brooklyn eastern district terminal, the Staten Island Eailroad 
Corp.. the Chessie system, ConRail—I hope I mentioned the Port of 
New York Authority  

]Vfr. JoRDAK. You rlid not include the D. & H. 
Mr. MfRPHY. I think perhaps the nreAnous leadership micrht have 

been delighted to have a rate rlifTerential within the port nf New York 
and it was in the light of that fact that the law was written to have 
equali/!ntion of rates within the ports. 

Could we do that, Mr. Chairman ? 
Mr. RooxKY. The request of the gentlpman is crrfinted. The commit- 

tee will meet on ^londay at 10 a.m., the room to be annotmced. 

.13-041)—7S 
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Mr. MuBPHr. I will be happy to provide a room if the gentleman 
•cannot find one. I would like to contmue, Mr. Chairman, 1 nave some 
•otlier questions. 

Mr. HooNEY. I hope it will relate to ConRail and not to New York. 
Mr. MURPHY. 1 tlunk it probably relates to other tJtates as well as 

New York. 
Mr. RooNEY. You may proceed. 
Mr. MURPHY. ConKail did not adopt a final system plan that had 

llio Chessie movmg from I'hiladclphia through Cranford junction so 
it could service llowland llcok. 'iliat is a terminal that the city of 
New York has made a $100 million investment in there. 

The Federal Government has put $2.2 million in the Economic De- 
velopment Administration alone to improve a luil spur into Howland 
Hook. Last years level of container travel was 165,000 containers 
with the Farrell Line, assuming American Export Line wdl probably 
add another minimum of ;JO,000 containei-s—American Exix)rt, Far- 
rell, and U.S. Lines, which make that New York port termmal i^rob- 
abl}' over 200,000 containers. 

That is not a small operation. We feel that the operation without 
any competition—to mo\e to Kearney and not have a rail link direct 
from Philadelphia through Cranford junction to the Staten Island 
Corp. is, in ellect, discriminatory because it has stopped competition 
between ConKail and the Chessie system. 

Woidd you respond to that? 
Mr. SrEXCE. Tlie Cliessic system, sincx^ the failure of their negotia- 

tions and the pull out of absorptions of portions of ConRail which 
the predecessor roads uitcnded to go to the Chessie, has really never 
made any request for operating rights between Park junction and 
Cranford junction, and I loiow of no discussions. 

If they wish those operating rights, then ConRail has stoofl ready to 
discuss that request, along with many other discussions we have with 
Chessie system for joint use of facilities where they might be used. 

I know of no request for that operation. We do have a run-through 
operation with the Che^^sie that i"uns through Park jiniction just as 
if it were a through-train operating between Park junction and the 
New Jersey area. 

Mr. MURPHY. But you do have a per car service to Cranford junc- 
tion that you pay the Chessie  

Mr. SPENCE. I suppose you mean a car-load service. 
Mr. MURPHY. Right. You pay on a per car basis to permit the Chessie 

to move it not on a regular service basis. 
Jlr. SPENCE. I presume you are talking about giving Chessie track- 

age rights to operate their own transportation through Park junction. 
Mr. MURPHY. On a per car basis  
Mr. SPENCE. YOU mean for us to handle their cars on a different 

basis, on run through trains? 
Mr. MURPHY. That is right. 
Mr. SPENGE. I know nothing about that. I am sorry. I know of no 

request for trackage rights. 
Mr. MtTiPHY. You have a per car charge for traffic from Philadel- 

phia up the Cranford junction. It does not go on a tiaflic basis and 
the charges are higher. Staten Island Rail Corp. is here. They are 
part of the B&O, part of the Chessie and we have lost that direct link 
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except on that per car charge, which places us at rate disadvantage 
again with the Port of New York. 

It is basically because you are in violation of the equalization to the 
Northeast ports as well as rates within the port. 

Mr. JORDAN. We would like to respond to you in a more detailed way 
than we can do sitting here at the table. Both of us are aware of the 
•Chessie's lack of interest in proceeding with their involvement. In the 
area as a result of the breakdown of their negotiations which occurred 
in 1976. 

I cannot, nor can Mr. Spence, respond in detail on this. If you would 
permit us to  

Mr. MURPHY. Perhaps you can respond on Monday. 
Mr. JORDAN. I think we can have somebody here who can. 
Mr. MuRPHT. On trailers on flat car rates and the container on flat 

car rates out of Pooria, 111., that clearly gives more than an $80 advan- 
tage to the Port of Baltimore over other Noithoastern ports, why is 
that j)ermitted to happen ? 

yiv. JORDAN. Let me go to the Supreme Court decision of 1963 which 
did not apply to the TOFC and never did. The rates which are set 
today from points east of Chicago for the TOFC on one and two trailer 
lots are based upon a mileage rate competitive with the trucks to each 
of those trucks. 

That is the principal competition. That is why we believe we must 
compete on a price basis. Trucks re cheaper into Baltimore. We must 
compete with them into Baltimore. At the same time, we may have 
niii'titnined the tai'iff structure on lar.<T:er lots of 10, 30. and 60. 

We provide for an e(jual rate to each of the major Atlantic seaboard 
ports. 

Mr. ^NIvT^piiY. Are you comparing that with some ti-uck tariffs which 
• are based on a mileage basis; on truck tariffs based on a 100-mile basis 
and certain minimum weights? Which are you dealing with? 

yiv. JORDAN. Mile and  
Mr. MURPHY. IMileage on predominate rates on file between other 

l)orts east of Chicago and the Poil of New York and the Port of Balti- 
more and Newport News which are the preponderant rates? 

Mr. JORDAN. I cannot tell you the answer to that. 
]Mr. MuRPitY. I will have a list of questions in this area prepared 

ami delivered to your office at 9 a.m. tomorrow because I think the in- 
tent of that Court decision was on traffic moving from that point 300 
miles west to the Northeastern ports and clearly it includes TOFC 
and COFC traffic. I will have no other questions at this time, Mr. 
Chairman. 

ilr. RooNEY. Thank you very much, Mr. Murphy. 
I would like to direct this question to your l)oard, Mr. Jordan, and 

anyone of the meml>ei-s that might respond to it. When did the board 
first begin to believe that ConRail would require additional public 
sector funds to become financially self-sustaining? 

Mr. JORDAN. Why don't we start at one end or the other, if it meets 
with yoiu- approval. Mr. Nicholson. 

Mr. NICHOLSON. This is a inoxdng picture, as Mr. Jordan pointed out. 
I tliink to go back to the very beginning, the operations in the 9 months 
of 1976 were quite favorable, but with the very bad winter of 1976- 
1977, the first quarter ran a higher loss than had been anticipated an'^ 
it was pretty much f ix)m that point on that we knew we had probler 
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Just because there were problems, there were over runs and the final 
systems plan did not anticipate all of these problems at that time it 
was written. It was uncertain whether ConRail would require the ap- 
plication of more Govermnent money. 

There would be other alternatives and other alternatives were iden- 
tified and examined and some were applied. A so-called recovery plan 
was designed and implemented. It took some months to realize that 
other ofl'settin<r losses were occurring so that the recovery plan did not 
have its full impact. 

So, during the summer it became clear that we were not on a long- 
term path of financial availability so our drawdowns were qualified to 
serve an accompanying investment and requests were qualified from 
about that time on. 

Along toward the fall of 1977. it became clear that unless some 
pretty fundamental reformations took place there would be a require- 
ment for additional funding, whether it was Government money, pri- 
\atc sector monev, preference shares or loan guarantees. What foi-m 
it might take was still in doubt. 

In conclusion, I think it was around the time of the .Tanuarv lioard 
meeting that it became clear the most responsible course of action we 
could take would be to identify* the need for additional fimding. in 
our judgment, and find out whether or not our partners in this opera- 
tion, USRA, the Treasury, the Department of Transportation, and the 
Congress, also believed that that was the best approach to go on. 

I would say the January board meeting—which I Ix-lieve was on 
January 9—and on January 31, we had a special board meeting and 
it was at that point that this board concurred with the .specific amount 
of funding that the management proposed. 

So, what has been brought forward, the $1..3 billion of Federal 
funds, was the specific amount proposed at the January 31 meeting 
and concurred in by the board. 

^fr. RooNET. To what extent did the board actually participate in 
the development of the .502 plan ? 

Mr. XirnoLsox. A board cannot, itself, conceive or employ a plan. 
The board can react to proposals, which it did. and with considerable 
depth and with some diversity of opinion. The manairement then 
reacted to the board's expression on the proposals and the proposals 
were modified in accordance with the board's intent. 

The plan is a manacrement plan concurred in by the board. 
Mr. JonnAx. Would you like to hear from each member? 
Mr. RonxEY. It is entirely up to the board. Anybody wishing to 

comment mav do so. 
^fr. ^r.vT. In a situation, runninc for .5 vears. certain a=snnir)fions 

have to be made, niaylx- to elements not within the fontrol of the com- 
panv. This has to do in this particular cas» with the economic devel- 
opment in the Northeast, is it going to lead or lag or going along 
about the same as the rational economy. 

'^^'hj't about such thin<7s as wonther. strikes, floods, and disasters 
that nfoct mavhe tho section of the main line of the railroads or the 
plans of companies or production of its cnstomei's? What about the 
dcmfind for mil freisrht service within the area? Wliat abo\it tlie 
railroad's ability, at that time to meet the demand as it occui-?? 
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These are things not all within the control of the corporation. An- 
other factor is the rates that might be charged for the service, which, 
in fact, ns Mr. Jordan has pointed out, are not entirely within the con- 
trol of the corporation either. In developing such a plan, I think that 
the board, which I am sure is keenly aware of its responsibilities to 
the Congress and to the TJSRA, suggested and requested that the man- 
agement develop a plan which could reasonably be met by the corpora- 
tion—and by that I mean one that there is a better than 50-50 chance 
of meeting in their judgment, in the future. If you wanted a 90-ijerceut 
chance, by making greater contingency allowances for these things 
outside the controlof the corporation, it would require a higher figure 
because you would have higher contingency allowances within the 
plan. 

We wanted something that was a reasonable request to take t« the 
Congress. I think to that extent there was some guidance on the part 
of the board, as to the type of plan and the degree of risk that should 
be t-aken by management in developing such a plan. 

Mr. ^rKYER. There was vigorous discussion at the end of the first 
discussion—I think at the end of the November 1 meeting—a member 
of the board, who is not here, jokingly said to me afterward, we sen-ed 
on another lx>ard where if you move tlie arbitrary one in much it was 
considered director rebellion. 

How different it is at ConRail board meetings, we did go through 
the numbei's. I think it is fair to say the staff revised several of the 
assumptions and probably some of the final output of the plan as a 
ivsult of these quite intensive board discussions. 

Mr. Rot)NET. I must say, Mr. Jordan, you do have a very prestigious 
board and with outstanding backgi-ouncls of the members. I think this 
committee, I think this Congi-ess, I think the President, as he has in- 
dicated, will go along with this $1.3 billion. 

I only pray that I will not see you back here in 2 more years with 
another S-year plan. 

Mr. JORDAN. Mr. Cliairman, I add my own appreciation to you for 
tlie quality of the board that was selected by that process. Sometimes it 
is inevitably a hazard. The day of the first meeting, we were virtually 
stnmgers. It has worked extraordinarily well. I tnist none of us will 
be back here in 2 years—or perhai« my replacement will. 

Mr. RooNfiY. Thank j'ou very much. 
Mr. JORDAN. Thank you very much. 
Mr. RooNEY. Our next witness will be Mr. William T. Anthony, 

chairman of the Railway Progi^ess Institute. 
I might say Mr. Anthony comes to this committee as a constituent 

of mine and as an outstanding example of the Bethlehem Steel Corp. 
We welcome you, along with our postmasters to this distinguished 
committee today. 

STATEMENT OF WILLIAM T. ANTHONY, CHAIRMAN, RAILWAY 
PROGRESS INSTITUTE 

!Nrr. ANTTIONY. Mr. Cliairman and gentlemen, as you have indicated, 
I appear before you today on l^ehalf of RPI, the national association 
of the railway equipment and supply industry. RPI has a member- 
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ship of some 175 companies that manufacture freig:ht and rail pas- 
senger cars, locomotives, components, rail, t rack materials, signal sys- 
tems—in short, everything that goes into making a railroad or transit 
system. RPI member companies employ more than 500,000 people. We 
appreciate this opportunity to appear before you in support of pro- 
viding authority for the U.S. Railway Association under section 21(> 
of the Regional Rail Reorganization Act of 1973 to purcliase an adtli- 
tional $1.3 billion in securities of the Consolidated Rail Corp. 

The members of the Railway Progress Institute earnestly hope and 
want ConRail to succeed. The new rail system was established by 
Congrass to begin operations April 1,1976. Its basic aim is to provide 
the heavily industrialized Northeast section of our country with essen- 
tial rail service in a private-sector envii-onment. AVe are certain it is in 
the best interests of the country that ConRail be given the additional 
help needed to continue trying to meet this goal. 

In the two years since ConRail came into being, substantial progress 
has been made in revitalizing rail service in the Northea.'Jt. Despite 
major impredictable setbacks which were experienced because of two- 
very severe wintere, the goals of the USRA final system plan have 
generally been met. 

However, ConRail's planning pi'ocess now concludes that tliey can- 
not continue to make progress at the rate projected in the FSP. Ad<li- 
tional funding and a lengthening of the time fiamework originally 
established is needed if ConRail is to continue in restoring reliable 
rail service in the Northeast. A conunitment by tlie Congress now re- 
specting full fimding will give ConRail the lend tiuie necessary to 
make equipment and plant improvements needetl to upgrade service 
and. thus, profitability. 

Wo at RPI also feel that it is important that this matter be dealt 
witli completely independent of the financing available under title V 
of the Rail Revitalization and Regulatory Reform Act of 1976. The 
Congress was quite clear in enacting the 4—R Act that the financing 
available in title V is to be used by railroads other tiian those tliat are 
part of the Northeast reorganization. We hope tliat Congress in its 
wisdom will continue that policy as it is quite obvious the Federal 
financing is sorely needed by railroads in other parts of the country. 
A niunber of other railroads have applied for loan guarantees and 
preference share financing under the 4-R Act. and to finance ConRnil 
from current, 4r-R Act authorizations might jeopardize those 
applications. 

Other witnesses have been here to explain to you wliy you .should 
look again at ConRail's needs. Many critical problem areas such as a 
reduced revenue base, the poor condition of the rolling stock fleet, 
and high labor costs have been identified. ConRail, in a recently re- 
leasetl o-year business plan, tells of several projects initiated during 
1977 that are of fundamental importance in guiding ConRail's future 
course. New marketing and investment strategies, efforts to reflucft 
labor costs, development of improved costing systems, and improving 
car titilization are part of this business plan to deal with ConRail's 
problems. 

Tlie coiTierstone of the 5-year plan is a request, which RPI whole- 
heartedly supports, for an additional $1,283 billion in Fedejal financ- 
ing. These funds represent slightly more than 10 percent of the total 
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$10,595 billion investment whicli ConRail exi^ects to make in the next 
5 years. Expenditures of $4,662 billion for maintenance of waj' and 
rehabilitation, $3,890 billion for maintenance of equipment, $935 mil- 
lion for additions and improvements, and $1,108 billion for equipment 
acquisition are being contemplated by Conllail to improve its physical 
asset.s and, thereby, improve service and become a viable, protitmaking 
corporation. 

ConEail has made considerable progress in its first 2 years of life. 
By the same analysis, there is still a long way to go. It is the fervent 
hope of EPI that Congi-ess will continue its support for what may 
be the last chance to provide, through the private sector, the North- 
east with essential rail service. 

A look at the high operating deficits and high subsidy levels of na- 
tionalized railroads in maior industrial nations demonstrates that na- 
tionalization, quite obviously, is not a viable alternative. 

In summary, the challenges facing ConRail are greater than an- 
ticipated. They will need more time, effort, and resources to address 
the problem, iaome progi'ess has been made; and the additional Fed- 
eral financing of $1.3 billion requested in the ConRail 5-year plan is 
one step toward continued progress in restoring reliable, private sector 
lail service in the Northeast. The Railway Progress Institute urges 
this subcommittee to promptly make available the financing for Con- 
Rail to continue this important work. 

Mr. Chairman, I would be hapi)v to try to answer any questions 
you or the other mcmbeis of the subcommittee may have. 

Mr. RooNEY. Thank you very nnich. 3Ir. Anthony, for endorsing 
this legislation. I am sure that ConRail will be very pleased to hear 
of your endorsement. 

i also want to take this opportnnit}' to personally thank j^ou and 
RPI for the assistance you gave this committee back in 1976 when we 
were drafting this legislation. I can recall how helpful your associa- 
tion has been. 

Thank you very much for your testimony this afternoon. 
Mr. ANTHOXT. Thank you. Congressman. 
Mr. RODNEY. Our next witness will be Mr. Martin G. Hamberger, 

chairman, Commonwealth Coalition. He is no stranger before this 
committee. He is a former administrative assistant to Senator Scott. 
Mr. Hamberger, we welcome you before the committee this afternoon. 

STATEMENT OF MAETXIT G. HAMBERGER, CHAIRMAN, COMMON- 
WEALTH COALITION 

Mr. HAMBERGEU. Thank j'ou very much. If I may, I would like to 
add one or two things. The Commonwealth Coalition is a voluntary 
nonprofit association of individuals and groups interested in advanc- 
ing the Commonwealth of Pennsjdvania. 

The second is that in my capacity as an attorney in Washington 
and Harrisburg, I have had, do have, and except to have, clients in- 
terested in transportation in all of its forms, but this statement is not 
submitted in behalf of those clients, past or present or projected. It is 
on behalf of Commonwealth Coalition. 

I would like to summarize, Mr. Chairman, my statement. 
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Mr. EooxET. Without objection your full statement will become 
part of the record. 

Mr. HAMBERGER. Thank you, Mr. Chairman. 
I have four points to make. No. 1, ConRail is absolutely vital to jobs 

in Pennsylvania and Pennsylvania industry cannot exist without its 
effective service. No. 2, it is the responsibility of the committee and 
tlie duty of ConRail to see to it that from tliis point on, there is built 
into the ConRail system those policies and practices which insure a 
vital and effective transportation service. 

No. 3, we believe that one of those practices, one of those policies is 
rail electrification, primarily between Harrisburg and Philadelphia 
as an initial route and now under study by ConRail itself. 

Fourth, we ask, in the context of this leg^islation, whatever form it 
may take, the committee and the Congress give positive direction to 
ConRail, that the legislation contain a specific assertation of con- 
gressional dedication to ConRail's innovative leadership and improved 
rail transportation throtigh such things as rail electrification. 

Mr. Chairman, I thank you for your kindness. I will be pleased to 
respond to any questions you may have. 

[Mr. Hamberger's prepared statement follows:] 

STATEMENT OP MABTIS G. HAMBEBGES, CHAIRMAS, COMMONWEALTH CoAijTio:f 

Mr. Chairman, thank you for this opportunity to present testimony before yonr 
PnlxHjmmlttee hearlnRS on Ipgislntlon related to ConRail. This testimony by 
Commonwealth Coalition is submitted on behalf of the many tliou<«ands of Penn- 
sylvanlans whose Jobs depend on eflJclent ConRail service. ConRail provides the 
transportation necea«ao' to Ppnn-sylvania's steel industry and other basic job 
providers as well as to Job providers In smaller cities and towns all across the 
Commonwealth. Historically, this rail transportation net has been one of the key 
liases of Pennsylvania's competitiveness in the national industrial picture. There 
Is no escapinie the basic premise that Jobs In Pennsylvania depend on ConRail 
and it is to an enhanced and viable ConRail that Commonwealth Coalition ad- 
drps.«!es itself today. 

Firstly. It is important to put the present fundlni; request in perspective. TTiere 
may be persons who qnestion the additional use of federal fnnds which are 
requpsted liefore this Subcommittee. To do so, however. Is to ignore the hor- 
rendous condition of this rail system when it became ConRiiil and to fail to aiH)re- 
cinte the enormity of the task and the scope of the achlevment that ConRail has 
enined. The ConRail organization from top to bottom is to be couKratnlated for 
its work during; these difficult years and the tremendous strides it has made. 

Second, the.sp fnndinp: requests form an appropriate opportimity to focus not 
only on what ConRail has achieved but on whpre it can hp expected to (to and 
how It can be expected to get there. Because of the special nature of the corpora- 
tion and l>eoause its operation is affected with so vital a pnhMc Interest, this sub- 
committee quite properly takes an aRgresslve and broad approach to Its over- 
sight function and to Its responsibilities for the future of ConRail. 

Commonwealth Coalition is not taking a position of specific legislation so much 
as it is urging that the consideration of any legislation include the following 
factors: 

f a) The special pnbHc Interest inherent in ConRail. 
(h) The absolutely vital nature of ConRail's transportation service to 

Jobs In the Commonwealth of Pennsylvania. 
<e) The need to Insure that ConRail's record of achievement is continued 

and enhanced. 
(d)  The need to now build Into the ConRail system those policies and 

practices which insure its vitality and effective transportation service. 
TyPt ns examine this last point in greater detail since It is the matter which now 

requires more attention from the Congress, the executive branch and ConRail 
it.self. 
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Achievement of ConRall's mission to become a self-sustained transportation 
system requires close attention to these policies and practices wliich insure its 
•vitality and efficient transportation service. Observers are impressed with the 
priority that ConRail has given to strategic planning and the Impact that the 
strat^c planning group has in the corporation. We believe that ConRail recog- 
nizes the complexity of the services it must provide along its system and particu- 
larly in the Commonwealth of Pennsylvania where cargoes range from coal to 
diverse services rendered smaller shippers. 

Particularly encouraging to Commonwealth Coalition is the current study by 
ConRail of the advisability of rail electriflcation between the Euola yards in 
Harrisburg and the Conway yards north of Pittsburgh. This ConRail mainline 
route carries more tonnage per mile than any rail route in the United States. Its 
electrification is a logical extension of the electriflcation of the Philadelphia to 
Harrisburg mainline completed in 1938. 

We Ijelieve tJiat the study underway by ConRail will verify tlie outstanding 
return on investment and the advantages of rail electrification shown by previous 
studies not only on this system but on many routes tliroughout the United States. 
AVe believe tliat the Quad-R Act, title IX. rail eloetriflcatlon study liy the Fi dernl 
Railroad Administration and the new work being done in the Department of 
Energy further support the advisability of rail electrification as a national goal 
for the purpn.ses of rail service and energy cons<'rvation. 

Rail electriflcation is considered by many persons and organizations to be a 
quantum step by which rail service can be substantially improved. The desirabil- 
ity of moving toward rail electrification was specifically recognized by the Inclu- 
sion of a $200 million loan guarantee authorization in the Railroad Revitalizatioa 
Regulatory Reform Act of ]97(>. Coiumonwealth Coalition supi>orts mil electri- 
flcation not only In order to help improve ConRail but also because its implemen- 
tation would create many thousands of jobs in Pennsylvania for construction and 
equipment supply. 

However, we suggest that whatever the operational and long-term advantag('>^ 
of rail electrification may be. ConRnil's decision to pursue it will be strongly 
Influenced by the attitude of the Congress towards ConRall's operation In general. 

For tills rea.son. it is Important that this subcommittee take this opporttinity to 
assert its dedication not only to ConRall's continuation, but to its advancenienf 
through logical and operationally advantageous steps such as rail electriflcation. 
It is iiuportant that in its decislonraaking processes, ConRall's management 
knows it is dealing with a Congress which expects it to do more than conduct a 
rear-guard action against decline. Congress expects ConRail to provide innova- 
tive leadership and substantial improvements in rail transportation. And, most 
Importantly, ConRall's management must know it enjoys the support of the 
Congress for the leadership it will take to Initiate a new rail electriflcation 
proprram. 

Mr. Chairman, on behalf of Jobs in Pennsylvania, Commonwealth Coaliti'm 
suggests that whatever form this legislation may flnally take, it should contiiin 
a speclflc assertion of Congressional dedication to ConRall's innovative leadership 
and improved rail transportation through such steps as rail electriflcation. 

Mr. EooNEV. Thank you very much, Mr. Hamber£;or. As you know, 
in the 4-R Act we mandated there wotdd be an electrification program. 
I understand that DOT and ConRail are now conductinpf studies 
between two cities as you mentioned. Perhaps I can ask you one ques- 
tion. 

In view of the small rate of return by railroad—and I understand 
it is less than two percent—what justijfication would there be for a 
large investment in electrification in the long run? 

Mr. HAMBKROKR. Studies on rail electrification, on several routes 
nationwide, particularly those which carry considerable tonnage— 
and incidently, the Harrisburg-Pittsburgh route is the heaviest per 
ton mile in the Nation—those studies show the return on investment 
varies from 17 to 30 percent as a capital improvement investment. 

It is a very worthwhile undertaking for a railroad, and for ConRail 
in particular. 
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Mr. RooNEY. In other words, it is 3 our opinion, with the electrifica- 
tion we would have an adequate return on investments to warrant a 
tremendous capital expenditure ? 

Mr. HAMBEKGER. Yes, we would not have the return on investments 
in the immediate sense, but we would have an improved viability with 
the system. Some observers believe it would enliance the ability of the 
railroad to attract higher profit carriage and to compete more effec- 
tively with other modes. 

Mr. RooNEY. Thank you very much. 
Jilr. IIAMBERGER. Thank you, Mr. Chairman. 
Mr. ROONEY. Our last and final witness will be Mr. Stephen C. 

Bieneman, vice president, leasing division, ITEL Corp., San Fran- 
cisco. 

STATEMENT OF STEPHEN C. BIENEMAN, VICE PRESIDENT, LEAS- 
ING DIVISION, ITEL CORP., ACCOMPANIED BY ALFRED C. DOSSA, 
VICE PRESIDENT, FINANCIAL SERVICES GROUP 

Mr. RODNEY. YOU may proceed. 
Mr. BiEXEMAx. Thank you, Mr. Chairman, for the opportunity to 

come here today and express our views on ConRail's capital needs and 
how best to fill those needs. In view of the hour, I might note my com- 
mrnts will take no more than 10 minutes. 

By way of introduction, I would like to explain briefly the ITEL 
Corp. and its current and historic involvement in arranging fijiancing 
for both the railroad industry and especially for ConRail. 

ITP]L Corp. markets and leases capital equipment and provides 
services associated with that equipment to corporate and institutional 
customers througliout the world. Specifically. ITEL concentrates its 
efforts in two of the largest categories of capital equipment—^trans- 
portation and computer ecjuipment. ITEL does not manufacture the 
products it markets, leases or for which it brokers lease financing. 

The leasing division of ITEL was establi.'^licd in January 1970. 
Since then, through this division. ITEL has arranged lease financings 
for capital equipment costing in excess of $2..5 billion. ITEL is the 
largest independent lease underwriting organization in the business. 
To date, we have completed more than 700 transactions ranging in size 
fiom $1 million to $117 million, covering virtually every major type 
of capital equipment. 

As an integral part of our efforts in this area, we maintain relation- 
sliips with more than 500 investors in the financial and business com- 
munities as sources of equity and debt for lease transactions. To date, 
ITEL has arranged lease financings for more than .WO lessees. 

To provide this full range of expertise. ITEL has assembled a lease 
underwriting staff devoted full time to lease financing. More than 60 
professionals consisting of finance snecialists, lawyers skilled in tax 
and contract law, computer science developers and practitioners, and 
accounting policy experts combine their knowledge and experience 
to serve our customers. 

This professional lease imderwriting staff is supplemented by the 
largest finance lease marketing organization in tlie business. More 
than .50 marketing representatives located in 16 branch offices through- 
out the United States and Canada. 
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ITEL has been the largest arranger of leveraged leases in the rail- 
road industry. Since 1970, ITEL lias been selected to arrange financing 
for approximately $1 billion worth of railroad equipment. 

In 1077, ITEL arranged the first significant leveraged lease for 
CouKail to finance additional equipment under lease. 

I am a vice president of ITEL leasing, with responsibility for mar- 
keting to the railroad industry, ily colleague, Al Dossa, is responsible 
for the legal aspects of these transactions. 

We would now like to address ourselves to the ConRail question. 
Specifically, we would like to limit ourselves to three issues. One, what 
is the perception of ConRail in the fuiancial community; two, in 
tnday'ri market, what are ConRail's potential sources of funds; and 
three, in light of the above, what financing vehicle would we recom- 
mend for ConRail's rail equipment needs. 

COXR^'LIL AND THE FINANCIAL COMJrDXITT 

The ConRail concept is unique. Nowhere in the annals of U.S. busi- 
ness history have a group of bankrupt railroads, so large and geo- 
graphically extensive, been formed into one unit with the express 
purpose of providing adequate and efficient rail service to the Northeast 
sector of the United States. The vision in the final system plan that 
ConRjiil would someday be financially profitable and independent of 
any Government support was a good one, but perhaps optimistic 
as to time. 

The business community, in general, and the financial community, 
in particular, have reacted to the formation of ConRail with un- 
certainty. This is due in part to the aftershocks of Penn Central and 
in part to a skepticism about the viability of a company formed from 
bankrupt parts still riddled with many of the problems that caused 
bankruptcy. To illustrate, the financial community is concerned with 
limitations which have been placed on ConRail with regard to track 
abandonment and efficient utilization of labor. Moreover, heavy losses 
in 107fi and 1977, along with ConRail's 1978-82 business plan request 
for new Federal financings of $1,283 billion in addition to funds 
available under the present USRA agreement, have not been reas- 
suring. Thus, the uncertainty in the financial community about Con- 
Rail's future ha.s been met Ijy more uncertainty, which has resulted 
in limiting ConRail's ability to access the capital markets. The limi- 
tation imposed by the financial community have largely been to the 
type and cost of financing. 

To date, ConRail has been remarkably successful in securing pri- 
vate sector money for equipment, including $160 million in 1977. How- 
ever, most of this financing has been in the form of manufacturer 
assisted leases. Each financing was difficult and future financings will 
be more difficult as the pool of capital available to ConRail from 
interestexi investors is consumed. 

In summary, if ConRail is to improve its operating results, it must 
continue to improve plant and equipment. To do this, ConRail needs 
substantial sums of capital from the private sector; yet for ConRail 
^o tap this market, uncertainty surrounding ConRail's future must 
he removed. 
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ConRail, of course, has been investing substantial sums of money 
in programs to rebiiild and add plant and equipment. Because it is 
a fact that ConEail's option in the capital market are limited, it is 
important for ConRail to maximize its sources to obtain the greatest 
amount of private sector money and employ Government funds se- 
lectively to meet its gargantuan capital requirements, presently in 
excess of $3 billion. 

Essentially, ConRail has available for equipment acquisition: one, 
Government fimds, either in direct loans or loan guarantees; two, 
manufacturer assisted transaction; and three, eqiiipment leasing. 

Because equipment values in the railroad industry rise, almost 
linearly, -with inflation equipment as collateral has been sufficient in- 
ducement to secure ConRail investors. Consequently, manufacturer- 
assisted transactions for equipment programs and leases afford Con- 
Rail an ability to satisfy equipment needs for plant upgrade so that 
the goal of profitabiilty and financial independence can be attained 
and more typical financing obtained in the future. 

Governmental assistance, on the other hand, should be primarily 
directed to more difficult financing projects like track and maintenance 
of way. These projects are, for the most part, regarded as undesirable 
by the financial community because of the nature of the collateral. 
Obviously, loans to railroads with solid credit standing for track 
maintenance or construction are made. However, when inherently 
poor collateral is coupled with substantial uncortainty about a com- 
pany's future operations, it is virtually impoasible to obtain private 
sector financing for these projects. 

In simimary, it is critical that ConRail maximize its private sector 
sources so that Government resources can be conserved for other 
projects. This will allow the greatest probability for realization of 
the ConRail objective. 

A FINANCING VEHICLE FOR CONRAII, 

For ConRail to maximize the poor of private sector funds at the 
lowest cost, we would recommend thnt it continue its programs of 
financing car needs with tax-oriented "finance leases." 

Finance leases are noncancellable over the basic lease tenn. They 
are completely "not," meaning that the lessee is required to make a 
series of rental payments whose sum is equal to the initial cost of 
the asset plus interest. The commitment to pay these rentals is fixed 
and unconditional. 

We believe this financing method has many attractions for Con- 
Rail. Among them are the following: One. 100-percent financing. 
Leasing provides lOO-percent financing, thus eliminating the need to 
provide a downpayment or compensating balances as is often the case 
with a loan or conditional sale. 

Two. capital conservation. If the choice is between leasing and 
purchasing with internal funds, leasing conserves ConRail's capital, 
thus allowing it to be employed in other more profitable investments. 

Three, new capital sources. Leasing can often represent new sources 
of capital for ConRail. By entering into a leveraged lease, ConRail 
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avails itself of another funding source from the capital markets. It 
brings in the equity investor who usually does not buy first mortgage 
bonds, debentures, or preferred stock. 

Four, cost revenue matching. Leasing allows ConRail to pay for 
the financing cost of an asset over the period when that asset is pro- 
ducing revenue. There is thus a matchmg of cost and revenue as is 
not always the case with major debt issues. 

Five, tax benefit unavailability. One of the principal reasons for 
ConRail entering into a tax-oriented lease arrangement is, of course, 
inability to fully utilize the tax benefits available from purchase of 
the equipment, principally investment tax credit and accelerated de- 
preciation. Since ConRail does not have a tax bill because of loss 
carryforwards, current year write-offs and heavy depreciation de- 
ductions from other assets, they can benefit from low lease payments 
by allowing the owner/lessor to take advantage of the early years' 
depi-eciation and ITC benefits wliich would not otherwise be pfiicionMy 
used by ConRail. 

Six, lower cost. Teasing will always produce a lower cost for u=e 
of the asset for ConRail than would be possible with straight debt 
financing. 

Although wo would stress that the decision for ConRail to lease is 
primarily a financing decision, there are other factors of a nonquantita- 
tive nature tliat are also imjiortant. 

Xo. 1 is packaging function. One is that leasing performs a packag- 
ing function. That is, it accumulates into a single total all the costs 
concerned with tlie acquisition of equipment and amortizes thera 
through tlie stream of periodic rental payments. Included are not only 
the cost of the equipment and the interest payment on the money pro- 
vided but also several auxiliary' financing costs such as commitment 
fees, compensating balances, legal fees, administrative and clerical costs 
and transaction aiTangement fees. These auxiliarj- financing costs may 
be quite small relative to tlie size of any given transaction, but in light 
of ConRail's large equipment needs are too significant to ignore. 

Two is flexibility. Ix^asing is more flexible than other types of financ- 
ing, particularly in the area of payment. I^ase payments can be 
designed to assist ConRail in achieving certain financial objectives and 
such is not usually the case with traditional debt financing. 

This list of reasons is, of course, not all inclusive but it does indicate 
many of the principle reasons for ConRail to sue lease financing. 

In sumrnarj-, leasing does provide ConRail with the largest amount 
of capital, in tlie most flexible form and at the lowest net cost. More 
importaiity. it enables ConRail to obtain the equipment it re/^uires to 
upgrade plant when otiier alternatives are not available. Hence, we 
must continue to endoi-se leasing as an important vehicle in the financ- 
ing of ConRail. 

Thank you, Mr. Chairman. I would be happy to answer any questions 
you might have. 

Mr. RooxEY. How much is ConRail indebted to ITEL at the 
moment ? 

Mr. BrENEMAN'. I do not Iniow about at the present time, but it ar- 
ranges financing and it is in excess of $10 million. There is now a pro- 
posal in front of them for $50 to $75 million of additional equipment. 
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Mr. EooNET. Do you believe that ConRail can obtain financing up to 
$1 billion. 

Mr. BiENEMAN. In light of the current uncertainty surrounding Con- 
Eails future  

Mr. RooxEY. Probably one of the certainties would be the $1.3 billion 
they are now asking for. 

Mr. BiENEMAN. Without the $1.3 billion, I would not believe that 
anywhere in the $1 billion of private sector for financing could be ob- 
tained, with the $1.3 billion of Federal financing, I think it is possible 
that the $1 billion of private sector financing could be obtained given 
the continuation of a good capital management, such as we are in right 
now. 

If the management tightened up, as they did a couple years ago, even 
that $1 billion in the private sector, witli the $1.3 billion from the Fed- 
eral Govermnent, would be very difficult to achieve. 

Mr. RooNET. Does ITEL only involve itself in leasing to railroads, 
period ? 

Mr. BEENBMAN, All segments of the capital market, and railroads 
constitute an important segment, but they are by no means the only 
one. There is maritime equipment, computer, airci-aft, et cetera. 

Mr. RooxEY. From the verj- beginning, let's say that railroad A wants 
to come in and talk to ITEL about buying a fleet of locomotives. Go 
from there. 

Mr. BiENEMAN. We would counsel the railroad that in many cases— 
and we would walk over and look at the particular railroad's economic 
situation—that lease financing would be the lowest cost and probably 
the most flexible financing for them. When we have detcrnuned that, 
we would go to the capital market and arrange a fully packaged lever- 
age leasing. 

jfr. RooNEY. Do you go to a bank ? 
Mr. BrENE>L\N. Insurance companies, perhaps, any financial insti- 

tution. 
Mr. RooNEY. Do you bring them together ? 
Mr. BiENEMAN. Tliat is right. We are underwriting it. 
Mr. RooNEY. "What if there are 20 locomotives that they want to buj' ? 

Wlio would handle that? 
Mr. BiENEMAN. The actual railroad would handle that, and sign a 

purchase contract to ourselves or to the ultimate lessor. 
Mr. RODNEY. Thank you very much. I appreciate your testimony 

here today. 
Mr. BiENEMAN. Thank you. 
Mr. RooxEY. I have been informed that the committee will meet on 

Monday at 10 a.m., April 17, in room 2218. 
The committee stands adjourned until 2 p.m. tomorrow. 
[Whereupon, at 5:30 p.m., the subcommittee adjourned, to reconvene- 

at 2 p.m., Monday, April 17, 1978.] 
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MONDAY, JLPBXL 17, 1978 

HOUSE OP REPRESENTATIVES, 
SUBCOMJTITTEE ON TRANSPORTATION AND COMMERCE, 

INTERSTATE AND FOREIGN COMMERCE COMMITTEE, 
Washington, D.C. 

The subcommittee met at 2 p.m., pursuant to notice, in room 2218, 
Raybum House Office Building, Hon. Fred B. Rooney, cliairman, 
presiding. 

Mr. ROONET. Our first witness today will be the Honorable Daniel 
O'Neal, Chairman, Interstate Commerce Commission, Washington, 
D.C. 

For the benefit of the witnesses that will follow Mr. O'Neal I would 
appreciate it if you would summarize your statements within a 10- 
minute time period. Your statements will become a part of the rec- 
ord. You may proceed. 

STATEMENT OF HON. A. DANIEL O'NEAL, CHAIEMAN, INTEESTATE 
COMMERCE COMMISSION, ACCOMPANIED BY JANICE EOSENAK, 
DEPUTY DIEECTOR, SECTION OF EATES 

Mr. O'NEAL. Thank you. With me here is Janice Rosenak, who is 
the Deputy Director oi the Section of Rates in the Commission. 

I think we have adequately prepared for this in the short time al- 
lowed. I do have a very short statement I would like to run through. 

The subject of these hearings today, as I understand it, is the rate 
situation in the Port of New York. Aiid while I do not have a very 
lengthy prepared statement, I would like to make a few brief re- 
marks, after wliich I will try and answer your specific questions. 

The situation at the New York Port, to say the least, is complex. 
We are aware, for example, that there are many interests in differ- 
ent areas of the port including Brooklyn, New Jereey, and the de- 
veloping complex at Howl and Hook in Staten Island. We know that 
the rate situation in each of these areas is not always the same as that 
affecting the other areas. 

Last fall I directed the Comimssion's Rail Services Planning Of- 
fice to take an in-depth look into the entire port-equalization ques- 
tion. I was concerned then that the Commission's policies in this area 
might not be entirely clear, and I wanted better information on what 
the effect of those policies might be. The study is not directed exclu- 
sively, however, at the situation in New York. It will cover the en- 
tire question of inter-port, equalization in the United States. 

Mr. RODNEY. Why do we always have to have studies around here ? 
(89) 
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Mr. O'NEAL. Well I don't know that we always have to have them 
but in this particular case  

Mr. RooxEY. But this particular case has existed for some time has 
it not? 

Mr. O'XEAT.. "Well, let me tell you that the reason we decided a 
study made sense in this area now was because we have had generally 
a port equalization condition in the North Atlantic port area run- 
nin<j from Norfollc to Portland for a lona: time. However, the issue has 
been presented a different way in the Texas jiort area. The Commis- 
sion deviated from tlie standard that has applied in the North At- 
lantic port ai-ea and has tnken a little different approach down in the 
Coi-pus Chnsti and other Texas port areas. 

As the result of this decision it seemed like a good idea to take a 
look at the entire port equalization situation, the Commission's at- 
titude toward it, how we happened to develop the pattern that exists 
in tlie North Atlantic ports today, and compare that with the condi- 
tion among the other nort groupings in the United States. So that is 
how we happened to initiate a study. 

I like to avoid as manv studies as possible, too, but sometimes you 
need them to understand where you are going and where you have 
been. 

Anyway, we will look at the ports nationally but we will also look 
at intraport equalization in New York, which of coui"se is tlie snbiect 
of primaiy concern here toilay. When the study is concluded, whicli 
T expect to occur sometime within the next few weeks, I will he in a 
better position to evaluate what steps the Commission might want 
to take. 

Of coui-se, we do loiow a number of things about the situation in 
New Yoik. For example, we are aware of the large investments 
which are being put into the port facilities in Brooklyn and at How- 
land Hook in Staten Island. We also Icnow that there has been a tre- 
mendous shift toward containerized traffic within the last few yeare, 
with a corresponding decline in break-bulk traffic, and that this has 
some implications for the intraport movements. We are further awai^e 
that not all rates into and out of the port apply equally to all areas, 
and that there are instances where in order to pi-eserve equalization 
to the New York side of the port, lighterage senicesmust W absorl)ed 
by the Brooklvn eastern district terminal, which is the terminal rail- 
road on the Brooklyn side. We are also aware of the chaises which 
have been made resrarding Chessie's use of ConRail track between 
Park junction and Cranford junction and are looking into this situa- 
tion as well. 

Despite the importance of the issues before the subcommitte to- 
dnv, I should observe that there has not been much recent fonnal 
adjudicative action before the Commission regarding intraport 
equalization at New York. Of coui-se, we don't rely solely on the com- 
plaints of others to get us to act—we don't construe our responsibili- 
ties that narrowlv. However, when we receive complaints we do look 
into them—and they are likely to trigger action when they are filed 
with the Commission. 

For example, in September of 1976 ConRail proposed a restriction 
that, in connection with certain commodities from New York. N.Y., 
the import rates would only apply from Port Newark-Elizabeth Port 
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Authority Marine Terminal, N.J. This restriction was subsequently 
deleted with regard to some of the commodities. The proposal was 
protested by the Port Authority of New York and New Jersey and 
other New York interests. Following suspension by the Commission 
and scheduling of an oral hearing, the proposal was canceled by 
ConEail and the proceeding was discontinued on April 22,1977. 

Of course, what we do in each case brought to our attention depends 
on the situation. However, the example I've just given shows that it's 
important for concerned groups to bring their grievances to us on a 
timely basis. We hope they will, since it does help us do the job. 

That is the e.vtent of my prepared comments. I will try to answer any 
questions you might have. 

Mr. RooNEY. As you know, Mr. Chairman, we scheduled the hearing 
today because my colleague from New York has a great interest in 
this problem that I think is certainly one of inequity. And I will yield 
to the gentleman from New York. 

Mr. MuKPHT. Thank you, Mr. Chairman. Welcome to the committee, 
Mr. Chairman. We certainly appreciate your remarks. And we read 
with interest the newspaper reports of your opinions on ConRail and 
the effect of pouring another $1.4 billion into it and whether or not 
that would solve the problems. And that hasn't been lost on the 
^committee. 

You, of course, know that in 1963 was the Supreme Court decision 
on the equalization of rates on the Northeast coast from the Midwest. 
And that decision we thought, many people thought would probably 
correct an inequity that had existed. Unfortunately we now see that 
we have a problem witli equalization of rates not just from the Midwest 
but in the 4—R Act where rates not onlj' to a port were considered but 
the language of the law very clearly states that the rates within a port 
would be equalized. 

And of course when we deal with the Port of New York, particularly 
here we have the problem of the New York side, obviously a further 
distance from most inland points; to the Brooklyn-Staten Island- 
Long Island Railroad areas; and the Jersey side of the port. 

The law very clearly indicates that rates will be equalized within 
the ports. And yet we found ConRail admitting that they had filed 
old tariffs and had filed rates that were not equal within the ports, and 
then tried to lay it off on the ICC as being somehow the panacea for 
their—clearly I feel—violation of the law in filing those rates. Would 
you express yourself on that ? 

Mr. O'NEAL. Insofar as break bulk traffic is concerned there is a 
general equalization situation that exists in the intra-New York Port 
area. That situation, however, is not so clear when you move away from 
break bulk to TOFC and COFC traffic, containerized traffic, which has 
not been subject to any kind of an equalization order or decision. And 
sincxi most of the traffic now out of those ports—a]:)out 80 percent'—is 
containerized traffic, there is a large amount of traffic that probably is 
not subject to a firm ruling by the agency that it needs to be eqiialized. 

Mr. MTTTJTIIY. Yes: but we are dealing with the 1076 act, the 4-R Act. 
We are dealing with traffic to the port. We are not dealing with TOFC, 
COFC, and break bulk individually and separately. We are dealing 
with the equalization of rates, rail rates, whether they are two con- 
tainers on a flat car or whether they happen to be a freight car. 

30-045—78 7 
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Mr. O'NEAL. Well, the way we read the Act, it states this: 
Nothing in the amendments made by this section shall be construed to affect 

the authority and the responsibility of the Commission to guarantee the equaliza- 
tion of rates within the same jxtrt 

And it is very clear what area you are talking about. However, the 
Commission does not read this section as a directive for the Commis- 
sion to initiate on its own a decision that will equalize the rates within 
the port, within the New York Port for example, However, if a peti- 
tion were filed that would trigger it, that might get things going. 

But there is nothing in the act that tlie Commission reads as 
triggering an action by the Commission itself. The way I read it, 
it says that whatever is going on as far as equalization, nothing in this 
act was intended to disturb that. And I think that is a fair reading of 
what the statute says. 

Mr. MuKPHY. Well, if ConRail had competition to New York and 
ConRail had filed a tariff, and say the Chessie had lines into New York, 
and they filed different tariffs, what is the purpose of the Commission ? 
Is the Commission supposed to see that the tariffs are legal or aren^ 
they supposed to see that the tariffs are legal ? 

Mr. O'NEAL. Well, the way we normally work, you know, there are 
a number of tariffs filed with the Commission every day, thousands of 
them. There is a check made to make sure that tariff is properly drawn 
and that sort of thing; but there is not an automatic check by the 
Commission itself comparing the different tariffs, one with another. 
That could be determined but normally we would expect those who are 
affected by those tariffs to raise the issue with the Commission, which 
was done in this one example I gave you. And the Commission sus- 
f)ended that particular rate, didn't let it go into effect because it looked 
ike it would disturb the port relationship. 

Mr. MURPHY. What you need then is someone to petition the Com- 
mission on this issue? 

Mr. O'NEAL. Well, I think we need to know that there is a lot of 
concern and it needs to be brought formally before the Commission. 
And it really hasn't happened. 

Mr. MrRPHY. We ver\' carefully studied this act and we battled 
through the Commerce Committee in both the House and the Senate, 
through the subcommittees and the full committees and on tlio floor. 
And this amendment came in on the full floor. And I am sure that the 
liason people of the Commission were listening to the debate and 
making every effort to understand what the intent of the Congress wa«. 

And the competing interests sat in the conference committee wliile 
th(^ Baltimore, representatives wei-e trying to throw this language out 
so that they could once again go back to a competitive rate advantage 
over the other Northeastern jwrts. And I am certain that the Commis- 
sion must, have known what the problem Avas. particularly wheiv the 
Port of New York was concerned. This was veiT clearly bi-ought out. 

And now wo have to bring a petition and the Commission doesn't 
have the responsibility to reject these rates and require an equaliza- 
tion in th(\ port? 

Mr. O'NEAL. The Commission can do that. It can initiate action on 
its own. at least (hnt Ls our rendine of the act and the amendment that 
yon placed in the act made that possible for these kinds of rates as 
opposed to others where we don't have the power to move on our own. 
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"\Miat T am saying is that we have not done so and we liave not because 
our own review lias not raised the issue and it has not been raised by 
parties before the Commission. 

The amendment I think is significant in ways that gave a signal to 
the Commission that the Congress was concerned about anything in 
this act that would allow the raili-oads to disturb the relationships 
without the Commission having some authority to act. So what I am 
saying is that the amendment had significance to the Commission: it 
meant something to us. And I think we have acted in the one instance 
where the issue nas really been presented. But it did not necessarily 
say to the Commission that it should itself initiate a ix)rt equalization 
review. 

However, as I mentioned earlier in the testimony. I think before you 
came in, the Commission has initiated a study of {wrt equalization, 
which I hope we will have befoi'e us witliin the next few weeks, which 
looks at the nationwide port situation and will also look at the intra- 
Xew York Port enualization situation. 

Mr. MURPHY. If someone files a petition on this question of rates 
within a port, how long will it take the Commission to make a decision 
on that petition, 

Mr. O'NEAL. Well, Mrs. Rosenak tells me probably 4 to 6 months 
would be required to make a decision. 

Mr. MtJRi'HY. Four to six months? What would that response be? 
Would it direct itself to the question of break bulk as well as TOFC 
andaswellasCOFC? 

Mr. O'NEAL. Well, I think if it were proi)erlv framed, it should 
in.sure that the Commission is looking at both those ques-tions. You 
wouldn't want the Commission to look only at break bulk, I don't 
think, because that is only 20 percent of the traffic right now. 

Mr. MURPHY. AVhat about the ques-tion of discrimination between 
ports? 

Mr. O'NEAL. Well  
Mr. MURPHY. We just discussed the question of discrimination with- 

in a port. Now what alK)ut the problem between ports? 
Mr. O'NEAL. There is a general port equalization condition that ex- 

ists in the North Atlantic ports from Norfolk through Portland, 
Maine. That generall v again applies to break bulk traffic and not neces- 
sarily TOFC and COFC traffic. 

Mr. MURPHY. When did the Commission take the point of view that 
this affected break bulk traffic and not TOFC and COFC? 

Mr. O'NEAL. The decisions were made on the basis of the kind of 
traffic that was moving at that time, and it was break bulk traffic. 
Sine* that time the rates that have been established for TOFC and 
COFC have been established on a mileage basis by the carriers. And 
frankly, there has not been that much complaint before the Commis- 
sion. Therefoi-e, tlie Commission has not moved in that area yet. 

Mr. MURPHY. Well, is it your opinion then that we have got to go 
back to court in order to equalize ra*ps on TOFC and COFC between 
the points in the Midwest to tlie Northeastern ports? We have an $81 
ulus discriniinatorv rates between I)es Plaines, III. and the Port of 
Baltimore as it rclat&s to the Ports of Philadelphia, New York, and 
Boston. 
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Mr. O'NEAL. I think we feel that we have the authority without a 
special court decision at tlus time, as long as there is a complaint or a 
proper protest to a rate that has been filed. But of course, you know, 
the thins could go to court. No question about that. But we are not 
sa3dng that we need to go to court ourselves to obtain the authority. 
We feel we have the authority. 

Mr. MURPHY. It took 10 years last time. It is going to go through 
another 10-year exercise in order to equalize what we felt had been 
taken care of as a discriminatory practice in the past? 

Mr. O'NEAL. No, I would hope not. Again, I can't say which way 
the commission would come out on this thing, but I would hope we 
could make a decision a lot sooner than 10 yeai-s. 

Mr. MURPHY. It is within the power of the Commission to do it 
witliout going to court? 

Mr. O'NEAL. Yes, I think so. 
Mr. MURPHY. And then it may go to court? 
Mr. O'NEAL. Then it may go to court and it could go on for a while, 
Mr. MURPHY. Mr. Chairman, I have no other questions. I do have 

some written questions for the Chairman, which I will propose to 
liim separately for the record. 

Mr. RooNEY. Mr. Florio. 
Mr. FLORIO. I liave no questions. 
Mr. RooNEY. Ms. Mikulski. 
Ms. MIKULSKI. Mr. Chairman, was there testimony submitted by 

Mr. O'Neal? 
Mr. O'NEiVL. We have a very short statement that I submitted. 
Ms. MIKULSKI. Well, I would like to have a copy of that statement 

and to, if I may, submit some written questions to Mr. O'Neal. But I 
do have just a question or two. Mr. O'Neal, is the ICC preparing a 
study on the issue of rate equalization in regard to New York and 
other North Atlantic ports? 

Sir. O'NEAL. Yes. 
Ms. MIKULSKI. Could you elaborate on what its purpose and time- 

tables are? Excuse me, I have an ear infection. I would appreciate it 
if you would speak up. 

Mr. O'NEAL. OK. That is discussed somewhat in the prepared state- 
ment that we delivered to the committee. Basically what we are doing 
is, as tlie result of some cases that have developed in the Texas port 
area where the Commission has made a decision aflFecting the relation- 
ships of those ports, we decided that it would be a wise thing to take 
a look at the situation in the North Atlantic port ai'ea because those 
relationships are somewhat different than what has been established 
for the Texas port area. 

So we initiated a study last fall which will look at the port equali- 
zation of the various groups of ports around tlie country. It will also 
look at the intra-port situation in the New York area. 

Ms. MIKULSKI. Is that the New York-New Jersey situation ? 
Mr. O'NEAL. Right. We hope to have that report within the next 

several weeks. And at that time, as I was telling the chairman, I think 
we will be in a little better position to comment on some of the spe- 
cific issues. 
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Ms. MiKuiiSKi. Mr. O'Neal, when you say the next several weeks, 
are we talking about May, June, July ? Could you have a more specific 
timetable ? 

Mr. O'NEAL. Probably the first week in June. 
Ms. MiKULSKi. The fii-st week in June. Do you think that this study 

is so imminent that it would be more appropriate if we deferred action 
on this type of matter until your study was done in view of the impact 
of any changes we might make ? 

Mr. O'NEAL. I think as far as the Commission is concerned we would 
want to take a look at this study before we act, although if there is a 
petition filed, that is a different matter. 

I tliink it could be a helpful document just to get a fix on this whole 
problem of port equalization, which can be very complex. 

Mr. FLORIO. If the lady would yield on that? 
Ms. MiKULSKi. Yes. 
Mr. FLORID. I think what is being referred to is you think that 

rather than legislative action wliich may be conteniplated by the mem- 
bers, that it would be appropriate to defer to the Commission until it 
gets its study, in the hopes that it might take either administrative 
action or might suggest the need for legislative action? 

Mr. O'NEAL. Well, I think that probably would be the more prudent 
course. I think the Commission probably can do some tilings—and 
again, I don't want to prejudge where the Commission might come out 
on this sort of thing. But I think there probably is adequate remedy 
right now administratively, unless the Congress wants to go so far as 
to legislate a solution, which I think would be very difficult at any rate 
in this very complex area. So, yes, I guess that is  

Mr. MuRPHT. Would the gentleman yield? The legislated solution 
is equalization between ports and within ports. That was the legis- 
lated solution. Clearly. With a clear intent. 

Mr. O'NEAL. Well, I think, as I have said before, as far as the 4-R 
Act was concerned, the directive to tlie Commission was that we should 
do nothing to disturb the existing relationships or equalizations as the 
result of this act. In other words, nothing in this act should induce 
us to do anything differently than would have occurred otherwise. 

Mr. MURPHY. Whether those tariffs are legal or not ? 
Just because ConRail filed Penny's tariffs, understanding what the 

problem was, I don't think the Commission should have asked them 
when there were inequities in them that clearly violated the intent of 
the 4-R Act. 

Mr. 0'NE.\L. Well, as I say, I think there is a difference of opinion 
as to just what the Commission is directed to do by this statute. And 
I think, you know, again, I think we are reading it as not being a 
directive to the Commission to actually go out and initiate an ecjuali- 
zation either intraport New Yoi-k or in any port group. 

And I guess one reason I would say that is because there are a 
number of port groupings around the Nation where port equaliza- 
tion does not exist, but there are different kinds of relationships: the 
relationsliips are not equalized but they are relationships that have 
grown up, and the Commission has to protect. 
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Mr. MruriiY. We are not talking about other ports. We are talking 
about a port. And tlie Commission has defined commercial zones 
around each of the ports. There is a long historical basis that the 
Commission lias laid out for defining what a port is. And that is why 
we said "within a port." We are not talking about groupings of ports. 

Mr. 0'NE.\L. OK. 
Ms. MiKiLSKi. Excuse me, it is still my time. I would like to claim 

it back. The gentleman from New York and I are going to have sub- 
stantial differences on this for obvious reasons. 

Let me ask you a question. Aren't rate matters such as we are talk- 
ing about today normally the internal function of IC(y ? 

Don't you ordinarily deal with this tiirough your rate structure 
l^roceedings ? 

Mr. 0"XE.\L. Yes; Jiormally what happens is a carrier files a rate. 
And there are several thousaiul rates filed every day. The Commis- 
sion does review the rates to make sure they are published in the 
proper form. There is a review made to determine whether some 
orders of the Commission are being violated in some w"ay. But there 
is not necessarily a review done of the relationships between different 
rates. That can be picked up sometimes, and it is. 

^Is. MiKULSKi. But isn't tliat wliat youi- study is then doing ? 
Afr. O'NEAL. Well, the study will look at the overall picture of i-ates 

to and from ports and the relationships between ports. 
Ms. M1KU1.SKI. You know, Mr. O'Xeal. you are the first bureaucrat 

that I have heard testify who wasn't figliting for the prerogatives of 
his agency. Ordinarily they do. Your deference to the legislative 
process here is somewhat surprising. Because it is my undei-standing 
that the role and function of the ICC is that the equalization of rates 
and the whole rate stnicture itself was meant to be handled by a 
regulatory agency with the process so instituted. Legislation was 
meiely to establish an intent, a thrust; not to get into the nitty-gritty 

•>^of the establishment of rate formulas. 
.Xow, am T incorrect or aren't you defending your own agency? 
^Ir. 0"NE.\L. I am trying not to defend the agency or anything. 

What I am trying to do is just state it the way I see it. And gener- 
ally speaking, of course, the way the Congress has legislated the regu- 
lation of rates, it has laid out a general standard, and the Commis- 
sion is bound to follow that standard as best it can. 

^Is. MiKULSKi. Thank you, Mr. Chairman. I have no further 
questions. 

Mr. RooNEV. The gentleman fiom Illinois. 
Mr. Ri-sso. I am sorry I am a little bit late but I certainly am con- 

cerned about tiie changing of rates, the equalization, this rate change 
that we are talking about and iiow it is going to affect certain areas 
of the country. I was wondering if there is any particular reason that 
there would Be a problem keeping the rates the way they are today, 
especially if you take into consideration the Baltimore area, which 
is very close to the heart of the gentlelady from Baltimore. 

Mr. O'NEAI,. Well, in keeping the relationsliips of these ports the 
same as they arc today, we are in the process right now of studying 
the whole scene as far as rate relationships are concerned between the 
various ports. And our position has got to be I think we want to take 
a look at that study and see what adjustments should be made. 
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Mr. Russo. How long will it take for the study ? 
Mr. 0'NE.\L. The firet of June I hope. The first week in June. 
]Mr. Eusso. I have no further questions. 
Mr. RooNEY. Thank you very much, Mr. Chairman. We appreciate 

your appearance today. 
Mr. O'NEAL. Tiiank you. 
Mr. RooNEY. Our next witneas will be ilr. James A. Ilagen, senior 

vice president, marketing and sales, Consolidated Rail Corp., other- 
wise known as ConRail. 

You may proceed, Mr. Hagen. For the benefit of the record, I would 
appreciate it very much if you would introduce your colleagues. 

STATEMENT OF JAMES A. HAGEN, SENIOR VICE PRESIDENT, 
MARKETING AND SALES, CONSOLIDATED RAIL CORP., ACCOM- 
PANIED BY RICHARD J. MURPHY, SENIOR COMMERCE COUN- 
SEL, JOHN L. SWEENEY, VICE PRESIDENT, GOVERNMENT 
AFFAIRS, AND JAMES E. MUSSLEWHITE, ASSISTANT VICE 
PRESIDENT, PRICING 

Mr. HAGEN. All right. I have with me, Mr. Chairman, Mr. Richard 
J. Murphy, senior commerce counsel; Mr. John L. Sweeney, vice pres- 
ident, government affairs, and Mr. James E. Musslewhite, assistant 
vice president, pricing. 

Mr. Chairman, it is a pleasure to be here today. And because of my 
familiarity with the ConRail marketing practices Mr. Jordan has 
nsked me to appear in this matter. We are glad 3'ou are taking such 
an acute interest in our North Atlantic rate practices and we have 
attempted to answer these questions you proposed in your April 12 
letter to Mr. Jordan. And with your permission, I would submit those 
answers for the record, which are attached to my statement. 

Mr. RooNEY. Without objection. 
Mr. HAOEN. And I am ready to answer any questions you might 

liave, but if I may, I have a short statement generally outlining the 
position on the issues you have raised in your letters. 

As I understand it. we are concerned with four V)asic issues. The first 
issue is whether or not ConRail's rate publications maintains the same 
rate to all points within the Port of New York. The second is whether 
ConRail competes with the Chessie system on traffic moving to and 
from the Port of New York. The third issue is what rate levels Con- 
Rail maintains to and from the North Atlantic ports. The final issue, 
as I understand it, is whether ConRail is willing to establish joint 
rates via all-rail routes to stations in Brooklyn in lieu of water routes 
via the Gi'eenville Pier. 

Our brief answers to these questions, and we will explain these in 
some detail and did so in the questions, we do maintain rate parity 
among all points within tlie Port of New York served by ConRail. 
And we will deal with tliat a little late.i-. And second, we presently 
com}iete with the Chessie in the New York area. 

And third, tlie rate relationships maintained by ConRail, as among 
tjie North Atlantic ports, vary because of competitive factors. Con- 
Rail is willing to attempt to establish i-at-e relations which are liene- 
ficial to all of its shippers, and to the extent that they promote the 
goals of the 4-R Act of establishing and maintaining a for-profit rail- 
road in the Northeast. 
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And finally, we are •willinfj to interchange traffic with the New 

York Dock Railway and BEDT on the same basis as the I^ong Island 
Railroad, or, with respect to traffic which we do not interchange with 
the LI, on a basis that will not reduce the contribution of the traffic 
to ConRail. 

It is my understanding that you are concerned that ConRail has 
adopted ratemaking practices which you believe violate the provisions 
of the Interstate Commerce Act as they were reaffirmed by Mr. Mur- 
phy's amendment to the 4-R Act. Accompanying me is Richard J. 
Murphy, senior commerce counsel to ConRail, who is familiar with 
the practice before the ICC and the provisions of the Interstate Com- 
merce Act governing the establishment of rate relationships between 
and within ports. Mr. [Murphy's experience with these matters, both 
prior to and subsequent to establishment of ConRail, qualified him to 
comment as an expiert upon tlie ratemaking practices of ConRail and 
its predecesor railroads. He will now, with your permission, explain, 
ConRail's ratemaking practices with respect to the maintenance of 
port relationships do not differ from those of our predecessor carriers. 
These practices were lawful under the terms of the Interstate Com- 
merce Act. Since neither the practice nor the Interstate Commerce Act 
has changed since these practices were initiallv instituted, we have no 
reasons to believe that we are now in less compliance with the law than 
we were with the predecessor railroads. 

[Attacliments to Mr. Hagen's prepared statement follow:] 

EESPONSE OF  CONSOLIDATEa) RAIL CORPORATION  TO QUESTIONS OF THE  HONORABLE 
JOHN M. MURPHY CONCF,RNINO CONRAIL'S RATEMAKING POLICIES WITH RE- 
SPECT TO THE NORTH ATLANTIC PORTS 

1. Are you aware that rail freight rate parity has existed historically through- 
out the Port and City of New York as a sinffle economic entity? 

a. Prior to the early 1960's, the import-export rate tariffs on rail carload 
traffic to the Port of New York treated all stations within the Port, including 
all of the City of New York, as a single rate group. Commencing about 1963, 
some rail rates on import-export rail carload traffic through the Port of New 
York were established to New Jersey stations which were lower than rates to 
other stations within the Port of New York. This condition contlnned until Con- 
Kail commenced operations, when Conrail voluntarily restored rate parity on 
rail carload traffic within the Port. 

b. TOFC rates on Plan 11% traffic, which requires the shipper or receiver to 
perform the service of moving his trailer to and from railroad TOFC terminals, 
are rates which apply only for ramp to ramp transportation. The TOFC rates 
applicable on this type of movement have been the same to all of the Conrail 
ramps located within the Port of New York. Prior to establishment of the Plan 
11% ramp to ramp rates, the Plan III rate application on shipper-supplied trailers 
likewise required shippers to be responsible for movement of the trailer to and 
from the railroad TOFC terminal. These Plan IIV4 or Plan III rates have been 
In effect since about 1961. There have never been railroad ramps for TOFC 
service in Brooklyn. 

2. Has Conrail adopted or established tariffs to and/or from New Jersey 
points in the Port of New York which are lower than its tariffs to and/or from 
New York points in the Port? 

a. No as to carload traffic. 
b. For TOFX) tmffle. the only ramps Conrail has are in New .Jersey. 
3. Has Conrail adopted or established tariffs to and/or from New Jersey points 

in the Port of New York which do not include points In the New York part of 
the Port? 

a. No as to carload traffic. 
b. Yes as to TOFC traffic. Conrail does not have TOFC terminals except on 

the New Jersey side, and therefore In publishing Plan 11% and Plan III TOFC 
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rates, which apply only on traflBc which requires the shipper to move the trailer 
to or from the ramp, do not apply to points In the New York harbor which are 
not served by Conrall. 

4. Has ConRail ever tried to do so? 
As to boxcar and TOFO rates, Ck)nrall has never attempted to diacriminate 

between points It serves with the port, and It maintains equalized rates to all 
such points. 

5. If so, does Conrall In such cases require an additional charge where cargo 
Is destined to or from New York points within the Port? 

(a) From Conrall's yards in New Jersey to Its facility at GreenvUe? If so, 
how much? 

(b) From Conrall's yards in New Jersey to Its facility at Cranford Junction? 
If so, how much? 

(c) Any others ? If so, how much ? 
Not for carload traffic. 
With respect to trailer and container traffic, Conrall does not require addi- 

tional charge where cargo Is destined to New York ijolnts served by Conrall 
within the Port. Conrall's tariff rates for TOFC and container traffic apply from 
TOFC ramp to TOFC ramp. It Is the shipper's or receiver's obligation to arange 
and pay for delivery or pick-up of the trailers at Conrall ramps. Some of the 
shippers are located very close to those Conrail TOFC terminals and thus incur 
very low drayage charges, while other shippers are located some distance from 
those terminals and consequently Incur greater drayage charges. In no instance 
does Conrall Impose a surcharge on shippers. 

Conrail does publish an optional delivery charge from the North Jersey ramps 
at Croxton, North Bergen, Keamy and Portslde to Port Elizabeth, Port Newark 
and Port Jersey. This optional $44.21 charge applies if the shipper requests that 
Conrail make the trailer or container delivery from the ramp. If the shipper 
elects to make other transportation arrangements, this optional charge does not 
apply. 

Conrall's optional charge is a pass-through of the charges paid by Conrall to 
the carrier providing the drayage service for Conrail on a contract basis. Conrall 
does not provide this service except as a means of consolidating intermodal 
transportation costs for the convenience of the shipper. Conrail, with the con- 
currence of the Port of New York Authority, has filed a proposal to cancel the 
optional charge. 

6. If Conrall requires such a surcharge for local service within the Port of 
New York, does it Impose a similar surcharge in the other ports which It serves? 

(a) The concept Is not applicable to carload traffic. 
(b) Conrall does provide optional delivery service described above at the Port 

of New York. Conrall does not have a separate charge for service beyond its ramp 
on Plan 11% and III service at ports other than New York. Conrall provides 
the following service at the following ports: 

(1) Boston—ramp to ramp.—No provision for service beyond the ramps speci- 
fied in the Tariffs. 

(il) New York—see above. 
(Ill) Philadelphia—ramp to ramp.—No provision for service beyond the ramps 

specified in the Tariffs. 
(Iv) Baltimore—ramp to ramp.—^No provision for service beyond the ramps 

specified in the Tariffs. 
7. Has Conrall adopted or established tariffs limited to New York points In 

the Port which are served by Conrail and the Long Island Railroad? 
Yes. Conrail has established two tariffs on domestic boxcar traffic to points 

In the ports which are served by Conrall and LIRR. 
8. If so, is not the practical effect of such tariffs to exclude all other New 

York points and the railroads which serve them? 
Yes. The practical effect of these tariffs is to exclude all other New York rate 

points and the railroads who serve them on the limited movements under these 
two tariffs. One tariff applies on Newsprint from Balecomeau, Quebec to Harlem 
River, N.Y., which Is local to Conrail. It is a competitive rate established to a 
warehouseman who delivers the newsprint to one of the New York papers. As this 
movement will only be to that one station, there was no reason to extend to other 
points In New York City. The other tariff applies on Orange Concentrate from 
several Florida origins to Garden City-Mlneola, N.Y., which is on the LIRR. A per 
car rate was established to this destination to meet Intermodal competltlcm. 
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Other rates on orange concentrate from Florida to New York City apply to other 
Conrail destinations, as well as to destinations on the Brooklyn Eastern District 
Terminal and New York Dock Railway. 

9. On what conditions would Conrail continue the operating rights which the 
Chessie System has had in the past into the Port of New York between Park 
Junction and Cranford Junction to connect with the Staten Island Rail Corpo- 
ration and Rowland Hook? 

To our knowledge, any operating rights which Chessie has had in the past into 
the Port of New York via the line between Park Junction, Pa. and Cranford Junc- 
tion, N.J. to connect with the Staten Island Rail Corporation and Howlund Hook 
still exist and are presently being exercised. 

10. What difference would it make to Conrail if the Chessie System became a 
competitor in the Port of New York? 

Chessie System now competes with Conrail in the Port of New York. 
11. Does break-bulk traffic generally to and from North Atlantic ports in the 

region served by Conrail move at equal rates? 
By break-bulk traffic we assume you mean boxcar traffic. Conrail rates to and 

from all North Atlantic ports on that traffic are equalized from the territory which 
generally  lies west of Pittsburgli.  Short-haul rates are not equalized. 

12. Does container traffic generally to and from North Atlantic ports in the 
region served by Conrail move at etpial rates? 

Container rates to and from North Atlantic ix)rts are not equalized. New York 
has a rate advantage on the volume movement from Cliicago and St. Loui.s. in 
that the 60-trailer rates published to New York are lower than any rates avail- 
able to Baltimore or Boston. The single and 2-traiIer rate structure is lia.se<l on 
highway mileage between ports and inland i)oints and therefore, like the motor 
carrier rates which they were established to meet, are not equalized. 

TOFC and container traffic which moves on 10 and 30-traller rates are the 
same to the ports of New York, Philadelphia and Baltimore. This is because tlie 
Chessie have not chosen to publish lower rates to Philadelphia and Baltimore 
than to New York. 

Neither Conrail nor the Port of New York would benefit from equalization of 
single or double trailer rates. If Conrail were to attempt to equalize rates between 
New York and Baltimore by raising rates to the New York level, Conrail would 
be likely to lose the traffic to C&O and trucks serving Baltimore, and New York 
volume would not increase. If Conrail were to attempt to equalize rates by lower- 
ing rates to the Baltimore level, Conrall's revenue would decrease, and it is al- 
most certain that the Chessie System, to protect its volume in Baltimore, would 
lower its rates to preserve the differential. Thus New York's volume would not 
Increase as a result of attempted etiualization. 

Because TOFC traffic makes only a marginal contribution over long-term 
variable cost, this is not a rate structure on which we could engage in a rate war 
without producing non-compensatory rates. 

1.3. What proportion does sue hcontainer traffic represent out of the total traffic 
handled by Conrail to and from the North Atlantic ports It serves? 

This information could not be develojied in time for this hearing. We would 
appreciate an opportunity to supplement this statement by filing the statistics 
requested. 

14. What are the rate dierences, by ports, if any. on container traffic to and 
from in and points and the North Atlantic ports which Conrail serves? 

Chicago and E. St. Louis are major TOFC terminals and interchange points. 
Attached is a statement of Plan IIVi rates to North Atlantic i>orts from these 
points. We will l)e pleased to provide further examples upon request. 

1.5. Are .vou aware that New York State has already committed $9.9 million for 
the initial phase of rehabilitating rail facilities on the Brooklyn waterfront? 

Yes. However, these funds are exclusively committed to improving the facili- 
ties of railroads other than Conrail. 

16. On what terms would Conrail be prepared to establish joint rates, routes 
and tariffs with the New York terminal railways (New York Dock Railway and 
Brooklyn Eastern District Terminal) to and from jwlnts in route via Conrall's 
Bay Ridge line? 

a. Conrail presently interchanges boxcar traffic with LIRR at Fresh Pond 
Junction, which is inthe same general vicinity as an Interchange between Con- 
rail and New York Dock Railway or Brooklyn Eastern District Terminal via 
the Bay Ridge line. Therefore, we would provide a divisional basis for those 
lines similar to what we would provide for the LIRR. 
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b. We do not interchange TOFC traffic In the New York area. Conrail would 
be willing to establish, to the extent phyrfeally possible, such an interchange 
under conditions that would maintain or enhance the contribution of the traflic 
to Conrail. 

COMPARISON OF PLAN WH' TOFC RATES (EX PARTE 343 LEVEL) 

Group 2 
sinele 
tnilir    2 trailer 
rate >          rate 
(M/W        (M/W 

40,0001b) 80,0001b) 

30-trailer 60-trailer 

10-trailer 
rate> 

Return 
Rate          rate 

Return 
Rate            rate 

Between Chicato, III. and: 
Baltimore, Md  
New Jersey ramps .. . 

$605 
677 

{981 
1,097 
1,011 
1,190 

1,085 
1,254 
1,157 
1,428 

J440 
440 
440 
554 .- 

533 .. 
533 .. 
533 .. 

1485          J373 .. 
485           373 
485           373 

"""J479 $365 
479             365 

"•""579 452 

Philadelphia, Pa  
Boston, Mass  

Between East St. Louis, IK. and: 
Baltimore, Md  
New Jersey ramps      , , 

624 
743 

670 
774 

Philadelphia, Pa  
Boston, Mass  

721 
884 

* 579           * 452 
650             518 

< Plan IIVj—Ramp-to-ramp rates, applying on freitht all kinds, loaded in or on trailers furnished by carriers. 
! Published in ConRail Tariff 26700-H, ICC 93. 
> Published in ConRail Tariff 26705-G, ICC 120. 
' Intermediate to New York. 

Mr. HAGEX. Would you like to have Mr. Murphy's statement? 
Mr. RODNEY. You may proceed. 

STATEMENT OF RICHABD J. HURFHT 

Mr. RICHARD MURPHT. Thank you, Congressman. I have prepared 
a statement which has been distributed. It has been my privilege to 
practice before the Interstate Commerce Commission for most ol my 
professional career. In fact, I was lead counsel for the New York rail- 
roads back in 1953 in the Iron Ore Hate case, which was the lead case 
in establishing port parity that came into existence about 10 years 
later, as you mentioned. Congressman Murphy. So for that reason I 
have had a great interest and some familiarity with the import-export 
rate structure and the law that relates to that rate strucure. 

There are two legal issues that I considered that I saw as being pie- 
sented in the questions that were addressed to ConRail. The first issue, 
as I understood it, was the issue dealing with the relationships of the 
rates to and from the Port of Xew York versus the rates to and from 
the Ports of Baltimore or Philadelphia, the port rate structure 
relationship. 

That rate structure was one which, going back probably from the 
beginning of time until about 1963, provided for differentially related 
rates: with the rates to Xew York being over the rates to Philadelphia, 
and the rates to Philadelphia in turn being higher than the rates to 
Baltimore. 

In the litigation that commenced in 1953 and which concluded in 
1963, the New York railroads were successful in obtaining Commission 
approv.il of rates which were published from Xew York, which did 
bring about an eciualization of the rates between those ports and the 
Midwestern territory generally west of the Buffalo-Pittsburgh line. 

Xow, that was a rate change that came about because the New York 
lines had filed rates which proposed such equalization. Previously, 
there had been efforts by New York interests to bring about that 
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equalization, which efforts were made in complaint cases filed in the 
Commission which sought a Commission order prescribing parity. The 
Commission refused to prescribe that parity. But when the railroads 
moved forward afRi-matively to put it in, the Commission allowed it. 
But the Conmiission at no time has ever made a finding that parity is 
required as a matter of law. 

And it would seem to me that before the Commission could prescribe 
parity, they would have to make such a finding. I believe that in the 
world everything doesn't have to be precisely equal, and there is a 
range here where in view of the shorter distances to the Port of Balti- 
more than to New York, the railroads would be in a position to defend 
a different level of rates. 

Xow, as Sfi". Hagen's rate testimony shows, the rates on the boxcar 
or carload traffic are equalized. In fact, ConRail took steps after it com- 
menced operations, Mr. Chairman, to equalize some boxcars which were 
not equalized previously, immediately prior to their commencing 
operations. 

The second aspect of the rate structure which has been presented by 
the questions posed here and by the discussion is a cjuestion of whether 
or not as a matter of law tlie rate grouping within the port must be 
maintained as a single uniform rate to and from all points within New 
York Harbor, which is the points that we are talking about. For many 
years the port Ims been treated as one rate point; in effect, almost as 
one station of the railroad. And the export-import trafiic brought to 
the New Jersey railheads was takcTi across as the railroad's expense by 
lighter to Brooklyn and Staten Island and Manliattan without any 
additional charges. 

That practice was one that was voluntarily established by the rail- 
roads. My researcli does not indicate that that practice ever was pre- 
scribed or required by the Interstate Commerce Commission under the 
Interstate Commerce Act. 

A few years ago there was a trend away from that requirement. I 
suppose when you are deali-ng with railroads in the Northeast which 
are no longer operational; in the days of the Vanderbilts, they had to 
have money to keep going. And that practice was broken to some extent. 
Back in 1972, in a case entitled Charges at New York Harbor, Penn 
Central Transportation Co., reported at 3441.C.C. 21, the Commission 
permitted the publication of ligliterage charges from the New Jersey 
railheads for application, on traffic moved over to Brooklyn or Man- 
hattan or wherever. And that lighterage charge applied on import- 
export traffic. 

Another point that I would like to mention is the fact that in Au- 
inist of 1972, the Interstate Commerce Commission held that TOFC 
rates and container rates need not reflect the rate structure on import- 
export traffic. 

So. while it is true that ConRail maintains a uniform rate to or from 
the Port of New York on the carload traffic, it maintains a uniform 
rate to all of the TOFC and container terminals it ser\-es in that New 
York Harbor. Of course only it doesn't get across the Hudson River 
tnd its rates apply to and from those ramps. I believe that that is con- 
sistent with the Commission's finding i-n 1972 that TOFC rates need not 
conform to the standards of the boxcar traffic and also that it is con- 
sistent with the Commission's actions in the lighterage case. 
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So maybe I am the guilty party as I have told Mr. Hagen that in my 
opinion the rate structure is consistent with and i-n conformance with 
the law as it was announced by thei Commission in cases prior to the -iR 
Act amendment. 

I did review the 4R Act to determine whether or not there was any 
change made in the basic law dealing with port structures in the 4R 
Act. Actually the real law that is involved is relationships' law that 
come out of section 2 of the act and section 3 of the act, the relation- 
ships section to the Interstate Commerce Act. And I looked at tlie 4R 
Act. Section 202 is the section of the act by which you amended and 
modernized the ratemaking provisions of the Interstate Commerce Act. 
Section 202 (F) contains the conference committee version of Congress- 
man Murphy's amendment. 

And as I read that, it says that nothing in the ratemaking amend- 
ments shall be construed—and I am skipping some things—to affect the 
existing law or the authority of the Commission with respect to rate 
relationships between ports or to affect the authority and responsibility 
of the Commission to guarantee the qualization of rates within the 
same port. 

And this to me, reading it as a lawyer who was not pri\'y to any of 
the actions or considerations of your committees, but it just says to me 
that when we changed the law, we didn't change the law with respect 
to the port rates. And so I, as a lawyer, read it as saying that the law 
remains as it was as I described in these recent cases. 

Mr. MuHPHT. Thank you, Mr. Murphy. And Mr. Hagen, you tell 
5fr. Jordon we certainly appreciate his response to those questions. 
They generally deal with broad issues. I wa-nt to ask you a few spe- 
cific questions. And anybody can respond to the questions. 

Mr. RooNEy. I might say that Mr. Ottinger. who is a member of the 
full committee and not of the siilx^ommittec, will submit for the record 
some additional questions which I woidd appreciate very much your 
responding to. 

[The information requested was not available to the subcommittee at 
the time of printing:] 

Mr. RooxEY. And Mr. Murphy, your statement will be made a part 
of the record also. 

[Mr. Richard J. Murphy's prepared statement follows:] 

STATEMENT OF RICHABD J. MCHPHT, SENIOR COMMEECE COUNSEL, CONSOLIDATED 
RAIL COBPORATION 

It is a pleasure to hare the opportunity to express my views in res;)ect to 
Conrail's rates on import-export traffic to and from the Port of New York. 

It has been my privilege to practice before the Interstate Commerce Commis- 
sion throughout most of my professional career, and during that time I have been 
Interested in the legal aspects of the North Atlantic Ports rale structure. In 
fact, I was lead counsel for the New York railroads in 195.3 when those railroads 
filed tariffs to equalize the rates on iron ore from New Y'ork to destinations in 
Ohio and Western Pennsylvania with the rates from Philadelphia and Baltimore. 

If I may, I would like to direct my remarks to two asriects of the law witli 
respect to impart-export rates, the firnt being the late relationship between ports 
and the second being the rate relationship within the same port. 

As to the first. It Is my opinion that the Interstate Commerce Act permits 
equalization of import-export rates within reasonable limits, but does not require 
that rail rates ignore differences In distance and cost. I consider this to be 
borne out by the litigation through which tbe North Atlantic rate structure 
on carload shipments evolved. 
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At least as far back as 1S77, the import-export rail rates V)et\veen Atlantic 
ports (Baltimore, Philadelphia and New Yorlc) and the territory west of a line 
through Buffalo, New York and Pittsburgh reflected a rate structure in which 
the New Yorli rates were higher tlian tlie Pliiladelphia rates, which, in turn, were 
higher than tlie Baltimore rates. In 1953, tlie New Yorlc railroads moved to 
equalize New York iron ore rates with the Baltimore rates. After litigation which 
was finally concluded in liMH, the New York railroads were permitted to equalize 
iron ore rates over the objection of the Ports of Pliiladelphia and Baltimore. 
Iron Ore from Eastern Ports to C.F.A. Points, 321 ICC 473,490 (1964). 

After initial success In the Iron Ore Rate Case, the New York railroads, with 
the support of the Port of New York Authority and New York City interests, cm- 
barketl on a program to equalize import-imjiort rates on al! other rail carload 
tratiic between the North Atlantic Ports and tlie above-dest^ribed territory. That 
jirogram was successful. See Boston and Maine Railroad v. United States, 202 F. 
Supp. 830 (1962), aff'd. 373 U.S. 372 (1063). 

In the litigation in wliich the New York lines were succe.>5.«;ful in establishine 
rates equal to tho.se from Baltimore, the New York Hues voluntarily piiblislicd 
i-quniizcd ratc.=i. 

The second aspect of tlie rate structure whidi I have considered is the rate 
grouping wifliin tlie Port of New Y'ork. Tlie legal question is whetlier the Inter- 
state Commerce Act rv'<inires lliiif all nonits in New Yiirk Harl>or Ix" iriven tlie 
same rates on import-export traflBc. For many years the Port of New York 
was treated as one rate group. Kxiiort-iniport traffic lirought to .\cw .Icrse.v rail- 
lieads wa.s lightered from New .Ter.«ey to dock facilities in .Maiiliattan. Brooklyn 
and other points in the harlior for loading into overseas sliips. The costs of mov- 
ing tieyond New Jersey were ignored. This rate practice was not required by the 
Tnterstate Commerce Commis.<ion. It was voluntarily established liy the railroa'ls. 
Wlien it was as.<aile<l several times by New .Jersey interests who .sought rates in 
keeping with a claimed geographical advantage, the Conimissiou did not require 
that the rate grouping be liroken. However, a few years ago the Commission 
permitted publication of lighterage charges within New York Harbor on oversea.^ 
carload sliipuients. This had the eft'e<t of making the transjiortation charges on 
lightered carload traflic greater to overseas docks in Brooklyn than to dwks in 
New .Tersey. The Commission case. Charges at Xeto York Harbor, Pcnn Central 
Transp. Co., 344 ICC 21, was de<ide(i in 1972. 

From my reading of Mr. Hagan's statement, it does not appear that there is 
any controversy about Conraii's rate practices on carload tralhc. 1 am of the 
opinion that the Plan II-Ms and Plan III flatcar rates which apply to ConRail 
terminals in the Port of New York are lawful. I do not know of any legal re- 
qnirement that would require Conrail to equalize the dniyage cost between tliose 
terminals and all port facilities in New York Harbor. 

Prior litigation in respect to that rate structure had involved shipper com- 
plaints to force the New York rates down. The Commission had di.sniisseil those 
complaints, holding that rate differences were not shown to be unlawful. As a 
practical matter, there is a distinction between the Commission's role in review- 
ing a railroad's proposed rate change and its role in prescribing a rate change in 
a complaint case. When the New York railroads proposed equalization, the Com- 
mission merely had to find that the proiKtsed rate.s were unlawful^it did not 
have to find that the rate differences were unlawful. However, If the Commission 
•were to prescribe rate parity, it would be nece.ssary for it to find that the dif- 
ferential basis was unlawful and that differences in distances to and from the 
ports must lie ignored. The Commission has never made snch a finding in 
respect to the North Atlantic rate structure. Based on tliat understanding of tlie 
law, it is my opinion that Conrail's Import-export rates on carload and on trailer 
or container-on-flat car shipments to and from the North Atlantic ports—as 
described by Mr. Hagen—are lawful under the Interstate Commerce Act. 

To me the lighterage case supports this view. Moreover, in August, 1972. the 
Interstate Commerce Commission held that the trailer and container-on-flat-car 
rates need not reflect the rate structure on import-export traffic. Petition for In- 
restipation of Railroad Freight Rate Structure between U.S. North Atlantic Ports 
tt Central Territory, ICC Docket No. 3.")475. 

T have reviewed the provisions of the Railroad Revltalization and Regulatory 
Reform Act of 1976 to determine whether the law as I understand it and as I 
have stated It here was changed by that Act. As I read It. Section 202(f) specifl- 

tally provides that the 4R Act makes no changes. It provides: 
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"(f) Nothing in the amendments made by this section shall he con- 
strued— 

(1) to modify the application of section 2, 3, or 4 of the Interstate Com- 
merce Act (49 use 2, 3, or 4) In determining the lawfulness of any rate or 
practice; 

(2) to make lawful any competitive practice which Is unfair, destructive, 
pretlatory, or other wise undermines competition which is necessary In the 
public interest; 

(3) to affect the existing law or the authority of the Commission with 
respect to rate relationships between ports: or 

(4) to afCect the authority and resiwnsibility of the Commission to guar- 
antee the equalization of rates within the same iwrt." 

In summary, it is ray opinion that Conrail's rates on import-export traffic 
to the Port of New York, which for almost all practical purjwses are the 

Tn summary, it is my opinion that Conrail's rates on Import-export traffic to the 
Port of New York, which for almost all practical purposes are the rates of the 
bankrupt railroads which were adopted by Conrail, are in compliance with the 
Interstate Commerce Act. 

I appreciate the opjiortunity to present this statement. 

Mr. IkluKPiiY. On April 1, 1976, did ConRail cease all rail-marine 
service in the Port of New York formerly provided by the bankrupt 
carriers ? 

^Ir. IIAGEX. Mr. Miisslewhite will respond. 
ilr. MuRPiiY. Did the New York Dock Eailway and the Brooklyn 

Eastern District Terminal then undertake to provide that service by 
extending that service portwide ? 

Mr. Mtssr.EWHii'E. As I remember, sir, they continued their pre- 
vious operations, which would give them authority to go over to their 
own docks. I believe they also extended and put in some lighterage 
service. 

Mr. MrRPHY. Then did BEDT operate ConRail's yard at Greenville 
under contract with ConRail i 

Mr. MrssLEWHrrE. Yes. 
Mr. Muiu'HY'. Shortly after the conveyance date didn't ConRail an- 

nounce it would adopt all joint rules, rates, and tariffs of its pred- 
ecessors with connecting lines except for the Long Island Railroad, 
New York Dock Railroad, and Brooklyn Eastern District Terminal? 

Mr. MussLEwniTE. We adopted all the rates to those terminals. 
Mr. MURPHY. All joint routes, rates, and tariffs of the predecessor? 
Mr. MussLBvvHiTE. Yes, sir, we adopted the rates, not exclusive, but 

to those terminals. 
Mr. MUKPHY. TO Long Island Railroad, New York Dock, and 

BEDT? 
Mr. Mussi^wHiTE. Yes, sir. 
Mr. MURPHY. I tliink you mav have done it to Long Island Railroad 

but not New York dock or BEDT. 
Mr. MussLEWHiTE. Eastern railroads issued what we call a deter- 

mination advice on February 2, 1977. And this is in accordance with 
our independent announcement. It reads: 

Rates or routes on export or import traffic, tariffs making Reference to this 
tariff, published to apply in connection with the Brooklyn Eastern District Ter- 
minal or New York Dock Railway and ConRail via former EL open prepaid 
station number 77, New York Lighterage Station-New .Jersey; former Erie 
Laekawanna Prepaid Station Numl)er 79 .Jersey City, New .Jersey ; or former 
Lehigh A'alley Open Prepaid Station 16 Jersey City Terminal, New Jersey will 
apply via ConRail Open Prepaid Station No. 181 Greenville Pier, Jersey City, 
New Jersey. 
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Tliis is what I had reference to. 
Mr. MuRPHT. Did ConRail file a series of tariffs providing lower 

tariffs to its terminals in New Jersey than to points in the New York 
part of the port ? 

Mr. MtrssLEWiiiTE. There were some filed right after April 1, which 
we withdrew. 

Mr. MuRPiiT. So that there are no existing tariffs with higher rates 
or surcharges than on the BEDT, New York Dock or the Staten Island 
Rail Corp. areas, Mr. Musslewhite, that are higher than the charged to 
New Jersey ? 

Mr. MUSSLEWHITE. We are speaking of carload only? Of break- 
bulk carload ? 

Mr. MURPHY. We are speaking of all tariffs, all trade. You can 
break it down by trailer and flat car or container or break-bulk. 

Mr. MUSSLEWHITE. We do not have trailer on flatcar rates to the 
New York dock or BEDT. As far as carload is concerned, to the best 
of my knowledge they are all equalized. Tliere may be some other 
rates. We have still 582 tariffs of our own and the association issues 
another 400 some odd tariffs. So I couldn't guarantee every one of 
them been corrected, but everyone that we have found we have cor- 
rected. 

Mr. MURPHY. A^Hiat is ConRail's present policy with regard to rate 
parity within the Port of New York f 

Mr. HAGEX. Well, we maintain it, of course, under the break-bulk 
or the carload provision on the line approximately west of Pittsburgh. 

Mr. MuRPHT. Well, I have the impression that in order to move a 
container from the Midwest, that would come into the Kearney yard 
of ConRail and then to move it over to BEDT or New York Dock 
Railroad, that there is a surcharge where there is not to Port Eliza- 
beth and Port Newark ? 

Mr. HAGEX. On TOFC traffic the only rates we have published are 
to our physical ramps. And we don't provide a service beyond that 
ourselves. We terminate trailers at these points. And the rates are set 
up to be a point to point rate from a ramp to ramp, and we don't 
provide ser\-ice beyond. 

Mr. MURPHY. In other words then there are surcharges to the rate 
from the Midwest to the Port of New York that discriminate against 
the eastern side of the port ? 

Mr. HAGEX. We don't feel that it discriminates. In fact, we don't 
charge for the movement. A contractor can take it over there. But 
these rates are cost-related rates. And the only costs that are provided 
for in the service is the ramping in an area like the Midwest and the 
deramping. or to take it off the car, in the New York area: and that is 
a frill-free rate, all that is provided is just that basic transportation 
between those two points. 

Mr. MURPHY. That doesn't sqtiare with testimony we had last week 
that it would cost up to $130 to move a container from Kearney over 
to the eastern side of the port. 

Mr. HAGEX. That is very possible, yes. 
Mr. MURPHY. But how can you say that rates are equalized within 

that port ? 
Mr. FLORIO. Would the gentleman yield? 
Mr. MURPHY. Be happy to yield. 
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Mr. FLORIO. Just to perhaps clarify this, is it my understanding that 
there aren't any TOFC terminals on the New York side? In fact, by 
publishing your rat«s, you are publishing them to the terminal ? And 
that in fact if somebody desires to have something moved to another 
site, there is another charge that goes above and beyond the rate ? 

Mr. HAGEN. Yes. 
Mr. FLORIO. SO is it fair to say there is really no discrimination with 

regard to rates between the parts of the Xew York Harbor, but in fact 
by virtue of there being no such terminals on the other side, that there 
is no occasion to charge an additional rate, that you may charge an 
additional fee for the service of moving it to another place but that 
couldn't be construed as being discrimination because there is only one 
rate. Isn't that time ? 

Mr. HAGEN. That is correct. We only have rates to those points. And 
other contractors, not ourselves—provide the dray service to the other 
side. 

Mr. MuRPirr. Let me go a little further. 
The 3R Act called for competition in rail service. True ? It called 

for competition in rail service. 
Now, the Chessie terminates in Philadelphia. And of course Chessie 

f)ays a per car charge to move up to Cranford junction where there is a 
ini to the Staten Island Railroad Corp. on to Stateii Island. So 

theoretically there is a trailer on flat car and a container on flat car 
terminal west of this theoretical line of Kearney that can operate: But 
it can't operate competitively with Kearney because we don't have a 
rail service competitive with ConRail into port. 

Mr. HAGEN. Well, we are perfectly willing at any time to participate 
in tlie volume trailer rates that we use, with the Chessie system. For 
example, they come to Park Junction; they run from Park Junction 
to Ci-anford Junction, as you mentioned, via ConRail. It is their 
engines: They go right through. And then go on to the Staten Island 
Railroad. 

We would participate in any joint rate that they would care to 
participate in to that point. 

Mr. MuETHY. But then with that joint rate that they might want 
to participate in, that is a discriminatory rate to the eastern side of 
the port, or anything east of the New Jersey-New York line. 

Mr. HAGEX. The rate again would be the same to Staten Island as 
it is to Kearney, if they put in the same rate, for example. 

Mr. MuRPHT. Well, it is not today. It is not. 
Mr. HAGEX. Because that railroad does not participate in these 

rates. 
Mr. MuRPHT. You heard the colloquy between Chairman O'Neal 

and myself. Do you feel that unless section 202(F) 3 and 4 of the 4R 
Act that it can be disregarded—And I think your statement. Mr. Mur- 
phy, gave some of the historical background and you agreed with it— 
unless the aggrieved parties, namely Staten Island Railroad Corp., 
Brooklyn Eastern District Terminal, New York Dock Railway, and 
perhaps the steamship companies involved in the terminals must file a 
petition with the ICC? 

Mr. HAGEX. I would say probably that is what would have to happen, 
yes. 

85-045—78- 
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Mr. ]\rritpiiY. Is it ConRaiFs policy to encourage its customers to 
truck fi-eiglit from its jTird in New Jersey to New York? 

Mr. H.VGP:X. We are liappy to liave them take it anj-where that it 
will go l>ecauso we desire to have the vohmie over these ramps because 
tlie rates are built on a volume basis. So the better the volume, the 
more desirous it is. 

Mr. McRPiiY. You would rather liave a truck then use a car float ? 
Mr. HAGEX. NO. We would be agreeable to use car float as long a.s 

the contribution that we receive on our particular part of the move 
keeps the rates in the same comi>ensatory area that we ha\e now. 

Mr. MuKPUY. Do you feel tliat you propei-lv notify all ConKail 
customer's that there is car float service available in the port of New 
York? 

ilr. IL^GEN. For regular break-bulk T think so, yes. We participate 
in the tariffs and participate, in all of the joint tarilTs. 

Mr. Mi'RPiiY. Mr. ilurj)hy, you ha\e given us a pretty good history 
of ratemaking and rate development within the Port of New York. 

Mr. KiniAKD MITJPIIY. Thank you. 
Mr. MrRPiiY. It is luifortunate tiiat tlie railroads didn't have a little 

more foresight because with containerizalion and the movement of 
containei-s. the movement by ear float could probably expedite loading 
and unloading by permitting loading on both sides of the large con- 
tainer .shii>s that we move with today. And unfortunatelv the bank- 
ruptcy came at a time that forced tiie curtailment of all of these serv- 
ices; and a vital service, let's call it an automation procedure, in the 
industry was lost. 

Mr. RicriAUD MURPHY. Well, of course. Congressman. I really con- 
fine mvself to the law. I really made no study of the economics or the 
cost of operation in New York Ilai-bor excejjt I do think it is some 
distance from New Jersey to Brookhn and must cost something to 
get it over there. 

yh: MURPHY. But that is why the law was written: It was to equal- 
ize rate's within a port so we did not have a discriminatory rate that 
favored one side of a port verses another because of the historical 
nature of that port. 

Mr. RicHARi) MURPHY. Well, Congreasman, I was not a party to the 
legislative process that brought about the law. I can just look at the 
legislative history as set forth in the Congressional Record and the 
language of the statute itself. And it seems to me the statute says no 
change in the law in re^spect to port relationships or rate relationships 
within the ports. So I then started from there and I go back to see -what 
the law was. And I don't perceive in the law a per so requirement of 
either parity to and from the North Atlantic range or within anj- 
specific North Atlantic port. That is the way I read the law. 

Mr. MURPHY. So you personally were not a party to that process 
but ConRail was. 

Mr. RicH^vRD MunPHT. I am sure of that; j-es. 
Mr. MURPHY. And ConRail to my mind had a vcrj' clear under- 

standing as to what the intent of those amendments were. 
Mr. RICHARD MURPHY. I can't speak on that, sir. 
Mr. ISIURPHY'. I have no further questions. 
Mr. R(X)XEY'. Mr. Florio. 
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Mr. Fu»Rio. Just briefly. As you can appreciate pcrhai)s, I agree in 
one respect with Mr. Murphv concerning the need for equalization 
between ports; and perhaps don't agree with liirn witli regard to the 
(luestion about alleged discrimination within the port. 

On the lii-st point, I think you, Mr. Murphy, made reference to the 
fact that the unequalizcd rates are justifiable between ports on the 
basis of distance. 

Mr. RICHARD Muiu'iir. May be justifiable. 
Mr. FLORK). All right, may be. OK. but that would be the rationale 

for your position in fact to justify the status quo. What is the rational- 
ization then for tlie bo.xcar attempt to eqiialiy,o? Now, you said some- 
thing about ConRail has attempted to equalize bo.vcar tariffs Wtween 
ports? 

ilr. RirHAiu> MuRPUY. Well. Congressman Florio. it is my under- 
standing that some time dui-ing the year I'JGo when the Xorth Atlantic 
port rate structure was equalized, there were some rate changes made 
to Baltimore and Philadelphia which were not made applicable to 
Xew York by the former Penn Central Railroad. And tliat after Con- 
Rail commenced operations, ConRail undertook to eliminate that dif- 
ference in rate treatment and e(iualize the bo.xcar rates. This did not 
involve a large amount of traffic or a large number of tariffs, but that 
is what I was referring to. 

Mr. FLOKIO. I suppose what I am getting to is that the policy de- 
cision was made by ConRail that there was some justification for an 
eipialized boxcar rate between the ports, notwithstanding the differ- 
ences in distance. .\nd I suppose by extension you are saying, well, 
if it is adequate and that is a good social or economic policy for Con- 
Rail in that regard. But why not with regard to other rates that cur- 
rently arc unequal? 

Mr. RICHARD MtRPnr. Well, as I understand it, the only rates which 
arc unequal are the TOFC or container i-ates. which are rates where 
a trailer or a container is put on a bo.xcar; and that the structure for 
that sort of rate is essentially to meet motor carriers because all you 
are doing is putting your trailer on a flatcar instead of on the high- 
way. And that, therefore, it is my understanding that the competitive 
environment in which they exist is the highway distance from the inid- 
westeni point to these varioius seaports. And the rail rates follow the 
rates of let us say the predominate mover of the traffic, the truck. 

And the Commission, the Interstate Commerce Commission in an 
order that was issued around 1972 held that there was a basis for treat- 
ing the TOFC rates different from the Ijoxcar rates. 

3lr. FLORIO. What would be your thought as to the predominant 
mover of boxcar traffic prior to it getting to the railroad ? 

Mr. RICHARD ^IrnniY. Boxcar traffic is originated by the railroad. 
Mr. ITAGEX. It would come right from the shipper,'Congressinan, 

the consignee. 
Mr. FLORIO. Thank you. 
Mr. Rofj.vEY. Ms. Mikulski. 
Ms. MiKVLSKi. Mr. Hagen and any other members of the panel who 

care to answer, do you feel—and this is a question that is somewhat 
philosophical^do you feel tliat Congress should by statute, mandate 
the level of equalization of rail rates or do you thirik that is best han- 
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died by ICC and the administrative procedures tliat have been in place 
for a number of j-ears ? 

Mr. HAGEN. I would have to agree with that statement. Probably 
the ICC would be the place to settle that. 

lls. MiKULSKi. So that as a railroad manager you think we ought 
to leave it as it is, rather than have Congress getting into ratemaking? 

Mr. HAGEX. Yes, ma'am. 
Ms. MiKULSKi. If freight equalization took place in the North Atlan- 

tic ports, what level do you think it would be: The Baltimore rate or 
the Xew York rate or would you speculate ? 

Jlr. HAGEX. "Well, bj' particular account it would probably be at the 
New York rate because the markup on the TOFC or the container is 
not very high. And therefore, you have to have a rate level that is com- 
pensatory. In fact, one of the provisions of the 4R Act required that 
the rates be compensatory. 

So we would probably have to settle on the higher level. 
Ms. MiKtJi.SKi. Well, just for the record, a two-container rate fee 

from Chicago and Baltimore would be $981; a two-container rate from 
Chicago and New York would be $1,097. That is a difference of ap- 
proximately $116, which I think is substantial. Would that not then 
become self-defeating and drive people away from the use of ConEail 
or rails generally ? 

Mr. HAGEX. Well, one of the problems we have had in equalization 
of container rates is, because it is so highly truck competitive, is that 
mileage is really the determinant factor. And so that if some place is 
closer, we tend to put in a tnick-compelled rate. Now. in our big volume 
rates we have equalized on the 10-car rate and the 30-cajr rate: We have 
the same level of rates. 

Ms. MiKULSKi. But here we are talking about the one, two, and three 
containers. 

Mr. HAGEX. That is right. And those are the ones that are very truck 
competitive, and those are the ones we try to stay competitive with the 
trucks by charging a mileage rate. 

Ms. AiiKTTLSKi. Do you think by going to the New York rate we 
would in effect deflect traffic not only from Baltimore, which is ob- 
viously my interest, but the North Atlantic ports in general and have 
them perhaps go to other modalities: Maybe a minibridge concept? 
Would we start to use the west coast ports ? 

Mr. HAGEX. Probably you would have some diversion from North 
Atlantic ports but you would also have diversion to a truck. 

Ms. MiKULSKi. I mean it's of national interest to me and to the con- 
sumers. Don't think it is only because of Baltimore. 

Mr. HAGEX. True. We have to watch out for diversions to trucks. So 
we want to stay as compensatory as we can, and still compete for the 
traffic. And it would tend to drive traffic away from us. 

Ms. M1KU1.SKI. So you think it would drive traffic away fi-om North 
Atlantic ports. No. 2, it would definitely have a negative impact on 
ConEail in these one-, two- and three-containers which you are trying 
to build up generally? 

Mr. HAGEX. Yes. right. 
Ms. MiKui^KT. Coidd that be an important part of your marketing 

strategy? In other words, is volume of this size, that is the one-, two-, 
three-container traffic, important to ConRail in terms of its economic 
survival ? 
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Mr. HAOEN. Yes, I think it is. "We are both in what I call the whole- 
•sale market and the retail market in these areas and these one and two 
container moves are impoi-tant to us as well as the major one. But it is 
an important aspect. 

Ms. MiKULSKi. Could I go far enough to say that it could be the 
cutting edge in your breaking even or needing increased subsidies ? 

Mr. HAGEX. "\Vell, I think that that might be a little far in the sense 
that this traffic is so dominated by the trucks that it is a good oppor- 
tunity to help tliat problem. And I think it is very helpful for us to 
ha\e this traffic because the trucks are the predominant haulers in tihis 
imiK)rt-esport traffic. 

Ms. MiKVLSKi. In your work with the various ports do you have any 
idea why the New York Port costs $116 more than the Baltimore 
one ? It would seem to me that there is more at issue here than simply 
geography. "We are more in-land than New York. 

Mr. HA'GEX. Do you mean on the rate? Well, it is not anything other 
than a mileage difference. It is just the way the rates ai"c made. 

Ms. MiKULSKi. Thank you, Mr. Chairman. I have no other questions. 
Mr. EooxEY. Tliank you very much gentlemen. 
The next witnesses will bc^ a panel of the Honorable William C. 

Hennessey, commissioner, New York Department of Transportation 
and Mr. Louis Rossi, director. Railroad Group, N.Y.-DOT: Mr. Peter 

•C. Goldmark, Jr., executive director. Port Authority of New York/ 
New Jersey, a Mr. Art, Mulheam: and Mr. Henry J. Gavan, Economic 
Development Administration, city of New York, and Mr. Carmine 
Ragucci of Howland Hook. Mr. Hennessey. 

STATEMENTS OF HON. WILLIAM C. HENNESSEY, COMMISSIONER, 
NEW YORK DEPARTMENT OF TRANSPORTATION, ACCOMPANIED 
BY LOUIS ROSSI, DIRECTOR, RAILROAD GROUP; PETER C. GOLD- 
MARK, JR., EXECUTIVE DIRECTOR, PORT AUTHORITY OF NEW 
YORK AND NEW JERSEY, ACCOMPANIED BY FRANCIS A. MUL- 
HERN; HENRY J. GAVAN, ATTORNEY, ECONOMIC DEVELOPMENT 
ADMINISTRATION, CITY OF NEW YORK, ACCOMPANIED BY CAR- 
MINE RAGUCCI, PRESIDENT, HOWLAND HOOK TERMINAL 
OPERATING CO. 

Mr. HEXXESSET. Thank you, Mr. Chairman. Thank you for inviting 
ns here today because we, New York State, truly believe that your 
subcommittee has helped our State to no end. "While we are very 
satisfied with ConRail, and the way it is operating—and I might say 
at the outset I am not following my statement—while we are very 
satisfied with ConRail as they are operating up-State, we would like 
to point out that somehow or other for no apparent reason known to 
us they have discriminated in the New York and New Jersey Port. 
This is true within the port and in comparison to the eastern ports. 
And so we are here today for the same reason, Mr. Chainnan, asking 
the subcommittee to take what ConRail has to say with a grain of salt 
because there are two sides to the story. 

There is indeed discrimination. As we who are suffering read section 
202, we see that that equality docs not exist as it was clearly intended. 
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I would ask you to pay more close attention to what Mr. Goldmark 
says, who is executive director of that port because he and I have been 
working on this for tlie past 4 months. It was dismaying for me to 
hear today that a study was possible and administrative solutions 
would be more appai-ent than the legislative intent, as we see it today. 
,Vnd it was equally dismaying for me to hear that we had not made 
that petition to obtain compliance or equality within the port itself. 

And so I am sure that from our point of view we will do that just as 
(juickly as we can and probably start it on our Avay home today. 

And I would not expand on that at this time. "\Vc arc all available 
to answer questions for you. But I would like to ask a pai'ticular favor 
and allow me the privilege of writing to you requesting that you con- 
duct a hearing similar to this for the D. & H. Railroad one day soon 
and I would ask that I be allowed to do this and that you would con- 
sider that because we ha\e veiy serious problems with the D. & H. 
today and that, too. affects the port as you may well know. •    • 

^^s. MiKULSKi. Wimt does D. & H. stand for ? 
Mr. HKXNESSEY. Delaware & Hudson Railroad and I am soriy to 

bring that up bvit I had to take an opix>rtunity because it is just as 
important and just as dear to my heart. 

5ls. MiKULSKi. We underetand. 
Mr. HEXNESSEI'. And with that, Mr. Chairman, I will allow my 

other two associates on the panel to give their short presentations. 
[Mr. Hennessey's prepared statement follows:] 

STATEMENT OF WIIXIAM C. HENNESSY, COMUISSIONER, NEW YORK STATE 
DEPARTMENT OF TRAXSPOBTATIOX 

Thank you for the opportunity to testify on this subject l)efore this import.ant 
Subcommittee. My name Is William C. Hennessy and I am Commissioner of 
Transportation of the New York State Department of Transportation. At tlie 
time ConRall's first train ran I was Executive Deputy Commissioner of that De- 
partment and dnrine the development of the Final System Plan I was it.s As- 
sistant Commissioner for Oi)erations. 

I have noted this background for two reasons. First, I have seen New York's 
rail system gradually but inexorably deteriorate for many years until this Sub- 
committee stepped forward and enacted the various statutes that led to April 1. 
1976. Under ConRail I have seen that trend partially arrested and have seen 
many improvements. AVe, in New York, are thankful for the interest and concern 
this Subcommittee has shown. 

As just one example, I am sure you will recall the si)ecial crisis found in New 
York's "Southern Tier" where the Chessie System withdrew from its anticipated 
purchase of the former Erie Railroad main-line and its important branches. This 
Subcommittee personally intervened and obtained for us from Chairman Jordan 
important rehabilitation and service guarantees at the June, 1976 hearing held 
in Elmira, New York. 

I am plea.sed to reimrt that, except for a few instances where the ConRail staff 
have tried to nibl)le away at that ple<lge, your guarantees have been honored. I 
trust they will continue to be. 

Today, every day in New York ConRail handles nearly 10,000 carloads, operates 
200 trains including 60 local freight trains. This is a railroad that coutrol.'s ftTt 
percent of New York's rail traffic and. In that position, controls a substantial 
portion of the nation's agricultural and industrial output. I doubt that any 
Railroad so heavily dominated any other portion of the national economy. 

The biggest planning, marketing and operational mistake made by ConRiiil 
has to be its treatment of the Port of New York and the domestic rail traflRe of 
the City of New York. The related traffic In adjacent New Jersey has been simi- 
larly affected. 

On December 23 (letter attached) I went to Chairman Jordan to ask for three 
things: 
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1. Rcinstitiition of direct rail tervice to the Brooktyn Waterfront.—This entails 
notliing more than the interchange of traffic between an existing ConRail line 
and the New York Dock Railway (a Class II Railroad in New York) over a 
restored connection which the state has offere<l to finance. This connection will 
be installed and, if it takes litigation, the traffic will move. But I cannot under- 
stand why a simple thing like this can't have l)een resolved. 

2. Kqunlization of East Coast Container Rates and rates within the Port of 
Xetc yorAr.—Because of its unique monopoly position C'oiiRail is in a position to 
ignore long-standing national ratemaklng policie.s and, it appears, flaunt a sec- 
tion of the Railroad Revitalization and Regulatory Reform Act specifically in- 
serted by this Subcommittee for this purijose (Section 202). 

3. Institution of direct intemiodal services.—it makes no sense for ConRail 
to freeze itself out of the gigantic intermodal (TOFC-COFC) traffic of New York 
City/Long Island. Yet, it has done this by refusing to operate such services 
directly to the area East of the Hudson River and concentrating its terminals 
in New .Ier.sey at sites so congested and witli such high truck toll that ConRiiil 
has all but been frozen out of this traffic by all-road truck competition. ConRail 
has even decline<l to participate in a joint KRA/NYDOT demonstration of such 
a new service which would guarantee to make good on 100 percent of any start-up 
loss or costs. 

Coupled to these three examples of harmful inaction, I'd like to quickly cite two 
Instances of harmful actions by ConRail. This first took place on startup date 
itself—April 1, 1976—when ConRail isolated only three railroads in the nation 
for which it refused to honor all existing tariffs and rates—these three were 
New York Dock, Brooklyn Eastern District Terminal, and the I^ong Island. Al- 
though ConRail backed-off its pressure on the first two it unilaterally forced 
Long Island to increase its rates 3o percent in one step. The purpose of this was 
to obtain a higher division on total revenue for ConRail. The second example 
continues to take place—the.se are petty actions against Che.ssie and D&II which 
serve the Port on facilities of their own in a small way by small obstructions laid 
and lack of cooperation all along the way. The competitive services of both rail- 
roads have been eroded. 

Bad though this record is, it is readily corrected and ba.sed on our experience 
in the "Southern Tier" I know this Subcommittee can correct this promptly. I 
will help .vou in any way I can, too. 

With direct service to Brooklyn, with honest, nonmonopoly rates .set. with 
COFC/TOFC3 service, and with some cooperation with the local carriers. Con- 
Rail's revenues should be enhanced, new rail traflic develojied, and the economy 
of the City and the Port Region developed. 

Under those assumptions, I would like to offer two further suggestions on the 
ConRail financing. First, at the very minimum, substantial new grant funds 
must be made available to (a) rehabilitate ConRail's secondary lines (this could 
be done by outside contracting) ; and (b) to jiurcha.se freight cars—iiarticularly 
covered hoppers and refrigerated cars on trailers—needed right now. Shippers 
throughout the Northeast are suffering by a deferred maintenance polic.v on 
secondary ConRail routes and the al)sence of sufficient freight cars (c) to acquire 
locomotives necessary to overcome the horrendous power shortages experienced 
by ConRail the past two years. 

Second. I think ConRail would be in a better position to succeed as a private 
carrier permanentl.v—and not turn into an Amtrak or nationalized roadbed or 
operation—if the funds already i)rovided and about to he provided are made 
one-shot grants. With the loans converted info grants, ConRail will emerge as a 
debt-free railroad with its plant restored. At that point, it should be treate<l as a 
private railroad, separate from any further Federal involvement. If this were 
achievable, 1 believe the grant mechanism will be more successful public policy 
than an inlerniinalile loan program. AVe all want ConRail to succeed as a private 
enterpri.se. 

In good conscience, the .S1.3 billion of aid to ConRail requires some considera- 
tion of D&II—the only other .solvent railroad in the area euft of Buffalo and 
Philadelphia. Put succinctly, a D&H itlan for a $,37.5 million oan to i)articipate 
with the Chessie in competition with ConRail was altered by the federal plan- 
ners to a larger financial package which was conditioned on acceptance of serv- 
ice extensions which proved unprofitable or unworkable. The Federal planners 
must accept respon.sibility for the situation D&H finds itself in and allow the 
railroad to work out its own solution as ConRail is endeavoring to do, with 
federal aid. 
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DECEMBEB 23, 1977. 
Mr. EowABD JORDAN, 
Chairman and Chief Executive Officer, ComoUdated Rail Corporation, 
Six Pciin  Center Plaza, Philadelphia, Pa. 

DE^R ME. JORDAN : The matter of Conrall service to New York City area Is of 
deepest concern to us. As you know, a major grant-in-ald investment program Is 
tinderwiiy in rail freight facilities in the area aa a top priority. I am writing 
to describe our concern in thi.s regard and to seek your active participation with 
us in resolving problems associated with rail service to New York City. 

1. Direct Rail Service to Brooklyn Waterfront: The State will finance con- 
struction of a connection between your Bay Bidge Line and the Brooklyn Water- 
front/Bush Terminal area. The City will obtain a right-of-way through Brooklyn 
Army Terminal and provide relief from the utility tax on railroad freight opera- 
tions. Can we have your commitment to Institute rail service upon completion 
of the connection and to establish schedules, tariffs, and reasonable revenue- 
division agreements with tlie New York Dock Railway ? 

2. Disparity of East Coast Container Rates: You are, of course, well aware 
of the widespread feeling that the Port of New York is at a disadvantage relative 
to other East Coast ports due to differences in Inland container rates. There are 
two schools of thought on this issue. One holds that Conrail container rates to 
the Port of New York are unreasonably high relative to Conrail'a costs; the 
other holds that regardless of the reason for the difference, the rates should all 
l>e the same on the basis of the 1963 Rate Equalization Case. I understand 
tliat Conrail and the Port Autlitority of New York and New Jersey agreed to 
do a joint study of tliis issue a year ago. Are you at this time prepared to equalize 
container rates to East Coast ports, or is this a matter that requires court action? 

3. Intermodal Service: Traffic experts foresee a sul)stantial market for rail 
Intennodal service (COFC/TOFC) to New York City. Two Immediate Impedi- 
ments to fully developing this market are (a) inadequate clearance on the 
Hudson Division for TOFC. (b) lack of adequate means to float COFC and TOFO 
traffic from New Jersey to the City, (c) exhorbitant cost of drayage between 
New Jersey and the City. For the long term we have agreed to cooperate on 
the "Intermodal study" which should document the full market potential; where- 
upon tlie State would arrange to finance necessary clearance Improvements to 
permit inauguration of full TOPC/COFC service. For the short term we would 
like to serve existing needs and developing markets through institution of float 
service for intermodal traffic, and we are prepared to finance any needed improve- 
ments tci the floating equipment. 

4. Rail Facility Investments : To complement the State and local programs Just 
discn.ssed, we would like to have Conrall's participation In the Improvement 
of neglected facilities as follows: 

(at Upgrade Bay Ridge Line 
(b) Modernize Greenville Yards, float bridges 
(c) TTpgrade Oak Point Yard as principal NY City serving yard 
fd) Establish security fencing pilot project (State funded). 

5. Matters for Further Study: The issues discussed above have received 
thoughtful study and can be re.solved now. But there are other issues causing 
concern that cannot be resolved immediately. Can you agree to study with us: 

(a) Conrail takeover of LIRR freight services (with subsidy of unprofitable 
services), and transfer of all commuter service management to LIRR 

(b) Conrail participation in Hudson Division maintenance in MTA territory 
(c) Feasibility of a terminal railroad organization for all New York City 

freight services. 
If you desire, we would be pleased to meet and discuss with yon the five 

Items above. 
Sincerely, 

W. O. HENNESSET, CommitMoner. 
Mr. MrRPHT. Mr. Goldmark. 

STATEHENT OF FETEB C. GOLDKABE, JB. 

Mr. GoLDifARK. Mr. Chairman, I do have copies of my testimony. I 
am not going to read it. 
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I think the best thing, if we could, is to continue the dialog that you 
established with the people that have appeared so far. And in that 
connection I would like to make three or four very simple points. 

The broader philosophical and structural elements are presented 
in my testimony. 

No. 1, we believe that there is a principle of equalization that has 
been established by custom and by law among ports in a similar area. 
That equalization principle was upheld in the 1963 case to which you 
referred. 

We believe that this principle should apply were we simply talking 
about privately operated railroads. One of the most important points 
I would like to make to tliis committee is that we are talking about 
a railroad that is subsidized and assisted by the Federal Government, 
by taxpayer dollars. And I would argue to you, Mr. Chairman, that 
in that situation there is a double or additional obligation not to in 
effect operate with the assistance of taxpayer dollars in a way that dis- 
criminates among ports within one region. 

And I would like to address a question Mr. Russo raised, and I am 
sorry lie is not here. He asked one of the prior witnesses, why not leave 
the rates the way they are? The answer to that in my mind is very 
simple: the rates the way they are as they apply to container rates 
and the export-import traffic do discriminate against most of the 
ports in the North Atlantic ports. And I would like to state in this 
regard that because of the shortness of the notice of these hearings, 
they were not able to be here today, but I do speak on tliis point as 
part of an alliance with the Poi-t of Boston and the Virginia poi-ts. 

And the present discrimination that exists between the Port of 
Baltimore and the other North Atlantic ports widens every time those 
rates are increased. The most serious and likely prospect for the 
other North Atlantic ports is a continued deterioration. It is not 
a static situation; there is a continued and increasing deterioration 
and diversion. 

Mr. MtTRPHY. Would the gentleman yield at that point ? 
Mr. GoLDMARK. Yes, sir. 
Mr. MtJRPiiY. We have watched ratemaking. Ratemaking is a science. 

But increases in rates seem to come across the board. And I think we 
are in for a 3-percent across-the-board increase now in rail rates 
nationally. No; 4 percent. And that will just further the gaps that have 
historically developed, whether or not a given rate is compensatory 
or whether or not a given rate is not compensatory. And I think that 
is something that we are going to have to in this subcommittee and 
committee analyze a little bit closer. 

And you sure bring out the fact that we arc widening the gap every 
time there is an increase, with across-the-board and simplistic solu- 
tions to what are complex problems. 

Mr. GoiJ)SfAKK. That is the aggravation of the process that I was 
talking about, Mr. Chairman. For those of you among the commit- 
tee who hav'e a sense of history, I know we are all impressed with the 
leadersliip that is provided in this country by past Governors of 
Georgia. I thought I would recount to you the Governor of Georgia 
who once was the champion of a ^eat rate discrimination fight. This 
was Governor Amall of Georgia m 1940. One of the historic forms of 
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discrimination in regions of this country was the diflFerence in rates 
of manufactured goods between the North and the Soutli. An exam- 
ple of these is that a cast iron stove moving to the Xorth from Birm- 
ingham had one rate, and the rate the opposite way was different. It 
was structured so as to favor the manufacturing industries in the 
North. And at that time, incidentally, the normal route for seeking 
relief was tried. I believe this case was firet taken to the ICC. 

And finally, the great Governor of Georgia, Governor Arnall, took 
the case all the way to the Supreme Court and won the case. 

That is when I started to learn about this issue. And I cite that as 
a fascinating historical example of how sometimes it has taken very 
decisive and strong action to break a pattern of discriminatory rates. 

As 3 ou mentioned, Mr. Chairman, and as other speakers have, this 
principle was upheld in 1963 by the Supreme Court in the most lecent 
equalization case among ports. The trouble with that decision was it 
did not include containere. Now, 70 i)ercent of all traffic does move in 
containers. And that is the nub of the problem in terms of the other 
North Atlantic ports. 

Now, the issue was raised here earlier this morning; the issue of 
standing before the ICC. I will presume upon the committee by being 
blunter perhaps than I should and tell you very frankly what my judg- 
ment is. It would be possible for various parties in terms of discrimi- 
nation in container export-import rates among the poi-ts to bring an 
action before the ICC. My personal judgment is that we would be 
here next year and the year after and 5, 6, 7 years after that while that 
issue went through the ICC and then the cx)»irt battles that would en- 
sue wliichever side lost. And I make no secret of the fact, Mr. Chair- 
man and other members of the committee, that the interest of the 
North Atlantic ports in pursuing the legislative route is because of 
that very practical fact of life. 

Now, I am not a lawyer. I do have my Deputy General Coun.sel 
liere who can elaborate for you why that is such a difficult and time- 
consuming route, but that is our judgment: that while it is within the 
standing of the Port Authority of New York and New Jersey to go 
l)efore the ICC and file, that is not likely to produce an answer or 
resolution of an issue that is deteriorating annually, as you say; a 
resolution in any more speedier period than occured the last time 
aiound, which I believe was approximately 8 or 9 j-ears. 

Jlr. FLOUIO. AVould the gentleman yield i I am sure you are aware 
of the double-edged nature of your proposal. Fine, you may like very 
well what the legislature would do at this point in setting rates, but 
tliore may come a time when the precedent is established that you may 
not like what another Congress is going to do. And obviously I speak 
with self-interest, representing the Philadelphia area, but t am just 
concerned about advocating legislatively prescribed rates, Avhich I 
think is what you are talking about. 

Mr. GouDjrAUK. AVo have given that a lot of thought, and obviously 
•we did not come to this proposal lightly. I think there is a difference 
between asking the Congress to restate what I believe is already na- 
1 ional policy, which is equalization in export-import traffic, and asking 
the Ongress to set rates. And I do think that what we are asking for 
lieie is a restatement in legislation of what in fact is a legal and his- 
toric principle in this country, which is equalization of rates on export- 
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import traffic among ports in a comparable area. "We have gotten away 
from that because of historical accident, sir, which is the fact that 
when the Supreme Court decision was made in 1963, a container was a 
funny thing you put on a truck and hauled around, and it was less than 
1 percent of all traffic. 

And so what T sec as the issue is will the Congress find it suital)le 
and appropriate to reaffirm a principle which in fact already exists; 
Avhich exists, as you know, on the waterborne portion of export-import 
rates. And I would not propose, and I would be the first to join with 
you in the thought that it is not something that we would recommend, 
that the Congress become involved in specific settlement of rates. 

Mr. FLORIO. I assume you would have some thoughts as to the types 
•of language and guidelines that should be contained in legislation 
that would either reaffirm or for tlie first time, depending on who you 
are listening to, set the fact of equalization as a goal. Because, as you 
say, there has been some difference as to whether the previous legisla- 
tion that talks about equalization in fact was advocating equalization 

•or was just reenforcing the previous legislative approach which obvi- 
ously someone awhile ago felt was not being violated in any way. Tliat 
is the previous concept of equalization. 

So if we are going to talk about embodying in this law or any other 
law a reaffirming of tixe desire to equalize, it seems to me that we are 
going to have to give some specific direction to the ICC as to what we 
see. we the Congress, as the components of equalization. And, therefore, 
we are going to need some specific standards. 

And what I am asking you is: Do you have .some specific standards 
that you would be in a position to convey to the committee? 

Mr. G01.DMARK. I would be delighted at a later date to sit down with 
you or any other members of the committee and discuss that. Your 
comment prompts me to add once again I think we are dealing with a 
particularly sensitive issue because we are talking in the main about a 
rail operation which is assisted by the U.S. taxpayer. And I think that 
makes the claim of the equalization principle stronger than even would 
otherwise obtain. 

Mr. MURPHY. liefore we proceed with you, Mr. Gavan, we arc going 
to take a .")-minute recess. 

[Brief recess.] 
Mr. MURPHY. The Chair regrets the delay, but there is a little item 

called the Panama Canal which is taking up a few people's time 
around here. And Mr. Goldmark, your statement will be placed in the 
recojd. 

[Mr. Goldmark's prepared statement follows:] 

STATEMENT OF PETER C. OOLDMARK. .TR., EXECTTIVK DIRKCTOR OF THE PORT 
AUTHORITY OF NEW YORK AXD NEW .JERSEY 

Mr. f'hairnian. I welcomed the invitation to appear before you today to present 
our agency's views on ConRail's proRress, particularly on ConRail's operations 
and rates in the Port of New York, their relationship to tlie iiort's competitive 
position, and their importance to the New Yoric metropolitan area's economy. 

For those members of the subcommittee who are not familiar with The Port 
Authority of New York/New Jersey. I should explain tliat the Port Autliority \s 
an agency of the States of New York and New Jersey and is ehargefl with dual 
responsibilities: one, to plan, develop and operate terminal transiwrtntion and 
otlier facilities of commerce in this region and two. to promote and protect the 
trade and commerce of The Port Authority of New York/New Jersey. Our con- 
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cems In discharging these responsibilities compel me to describe to the Subcom- 
mittee the effect that the creation of the ConRall monopoly has had on our 
economic region. 

As you know, Conrail was created through legislation passed by Congress 
and has been sustained by appropriations and loans of federal funds to allow 
it to continue its operations. This legislation for all practical purposes created 
a monopoly on rail freight operations in the northeast region. In spite of the- 
clear Congressional mandate in the 3R Act of 1973, the New York Port District 
Is the only major Metropolitan area in the country today lacking competitive 
rail freight services. This is of great concern, since comiietltion stimulates better 
service and provides the strongest incentives for the establishment of an equit- 
able rate structure. 

While in concept, the rail organization that created ConRall appeared to be a- 
good legislative solution to the staggering problem of the bankrupt carriers, Con- 
Rail in operation has presented a number of problems not only to the Port of New 
York/New Jersey but also to a number of other North Atlantic ports. Since the- 
creation of ConRall, rail rates have become discriminatory and rail service to our 
port has deteriorated. We have attempted to work with ConRall on these issues 
and will continue to do so. 

By far the primary freight rate problem facing the Port of New York/New 
Jersey Is the present inequitable railroad rate structure on the movements of our 
containerized export-import cargo. This waterbome, high value general cargo- 
represents over 70 percent of our Port's traffic in this category. Tlie present rail 
rate structure favors the Port of Baltimore over New York and has contributed 
to that Port's current position of handling approximately three-quarters of these- 
container movements to and from the Midwest. The problem is not restricted to 
New York; the other North Atlantic ports are also adversely affected by Balti- 
more's rate advantage. This situation Is wrong as a matter of history and 
principle. 

It Is ironic indeed that our Port now finds itself In a situation not unlike that 
which occurred In the South a century ago. It will be recalled that after the 
Civil War, the South suffered decades of virtually no economic growth. Chief 
among the punitive measures inflicted on the South was a system of discrimina- 
tory railroad freight rates under which industry in the North could ship to- 
markets in the South at very much less than the freight rates applicable on North- 
bound commodities. For example, the rate for a cast iron stove from Birmingham,. 
Alabama moving to the North was approximately $1.60 a hundred pounds. The 
same stove made in Pittsburgh moved to the South would cost about $1.00 per- 
hundred pounds. 

In the first third of this century, the great paper and textile Industries began 
to move into the South to utilize its abundant raw materials. By that time the- 
so-called class rates of the railroads in the South and West were as much as 40% 
highor than the.v were in the area ea.st of the Missis.sippl and north of the Ohio 
Kiver, that Is, the Northeast. The rate structure made It difficult for Southern' 
manufacturers to compete with those located In the North. 

The Southern Governors, aware that this inequitable rate structure was re- 
stricting the economic growth of the area, took the matter all the way to the 
U.S. Supreme Court. Governor Ellis Arnall of Georgia himself argued the case be- 
fore the Court The South won Its case and the rates were equalized. .Tustlce 
William Douglas, speaking for the Court, made it clear what freight rate dis- 
crimination really means: "Discriminatory rates are but one form of trade bar- 
riers. They may cause a blight no less serious than the spread of noxious gas over 
the land or the deposit of sewage In the streams. They may affect the prosperity 
and welfare of a State as profoundly as any diversion of waters from the rivers. 
Thy may stifle. Impede, or cripple old industries and prevent the establishment 
of new ones. They may arrest the development of a State or put it at a decided 
disadvantage in competitive markets." * 

Once the South was able to throw off the yoke of a ruinously discriminatory 
railroad rate structure, it moved ahead with a vigorous program of economic 
growth which has led to its current prosperity. This, in essence, is what we are 
talking about when we refer to the Impact of discriminatory rail rates on the 
economic vitality of our port and region. 

Back In the 1950's the New York/New Jersey Port interests waged a battle 
to achieve rail freight equalization on cargoes moving between our port and the 

> Oeorgia v. Pennivlvonia R. Co., 324 U.S. 439 (1945). 
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smldwest It was our position that the governing principle of inland freight rates 
should be the equalization of total rail-ocean charges and free competitive oppor- 
tunity for all ports. 

In the landmark decision of the U.S. Supreme Court in 1963, rates between 
-all the North Atlantic ports and the midwest were equalized on freight moving in 
conventional rail cars. New YorJt's former Governor, Thomas E. Dewey, pre- 
sented the case to the high court and Interpreted the victorious outcome as fol- 
lows: "The competitive opportunity opened up by equalization ranges far beyond 
the particular ports which participated in the litigation. On traffic moving be- 
tween the midwest and foreign ports in many parts of the world, Baltimore has 
long had parity with Galveston, Houston, New Orleans and other Gulf and South 
Atlantic ports as far away as Corpus Christi, Texas. For the first time in many 
years we can compete for business on even terms with ports up and down the 
entire length of the Atlantic Coast and the Gulf of Mexico." 

While this represented a victory at the time, the Supreme Court's decision dealt 
only with the general cargo moving in boxcars or on open-top equipment. Unfor- 
tunately, the railroads took the iiosition that the 1963 decision and the equalized 
rates which followed did not apply to the new containers which were introduced 
Into export-import traffic in the the mld-1960's—and which now dominate that 
trade. 

When steamship containers began moving to and from inland jwints in quan- 
tity, the railroads applied a mileage rate scale which had been applicable to 
•domestic truck trailer-on-flat-car (TOFO) movements. Since mileages to most 
midwest points are lower from Baltimore, rates are also lower. Thus, the prin- 
ciple of the Supreme Court's decision—that ports should l)e able to compete 
equally in building the country's waterbome commerce— has been circumvented 
by the action of the railroads. And the New York-New Jersey Port, which 
handles a very high volume of foreign trade container traffic, some 70% of its 
total export-import cargo, continues to suffer the consequences of this inequitable 
rate structure. 

When Conrail entered the picture, it took the position that rate equalization 
does not apply to imiMirt-export containers. Thus these containers continue to 
move between our port and the midwest on domestic mileage rates which heavily 
favor Baltimore to the disadvantage of the other North Atlantic ports. Even 
more importantly, as general rate increases take effect, Baltimore's advantage 
(and other ports' rate disadvantage) increases sharply. As a typical example, on 
a 40-foot container carrying 15 tons of cargo, Baltimore has a .$67.50 advantage 
over New York on movements to and from Peoria. Illinois, a key manufacturing 
center of high value machinery. Comparable disparities exist on container move- 
ments throughout the midwest, and the railroads are expected to apply later this 
year to the Interstate Commerce Commission for yet another 4 percent general 
rate increase, which will further worsen the situation. As I have indicated this 
problem is not confined to New York. The Ports of Boston and Hampton Roads 
(Virginia) have also seen their disadvantage increase in competing with Balti- 
more as rates have gone up generally. 

The present high percentage of containerized general cargo moving through 
this port can be expected to increase as more and more trade routes go to con- 
tainerships throughout the world. Unles.s rail freight rates on this cargo are 
equalized, however, we can expect that more of the cargo i)resently moving via 
this port or other North Atlantic ports will move through Baltimore. Indeed, 
our Port Authority Trade Development Offices here and abroad have reported 
many instances of cargo diverted from this port because of these inequitable rail 
freight rates. 

In view of Conrail's monopoly of freight services in our port, we feel that they 
have a special responsibility to keep the ports they serve competitive with each 
other. That responjiibillty becomes an obligation when we consider that Conrail 
is subsidized by taxpayer dollars and indeed the very puriwso of these hearings 
Is to consider an additional extension of $1.3 billion dollars in federal support. 
Conrail is not meeting the responsibility to treat the North Atlantic ports equi- 
tably and that is why we have turned to the Congress for help. 

When Conrail was formed in 1976, efforts were made to create a competitive 
rail system for the Northeast. This was the Intention of Congress. Over the years 
Congress has indicated that it favors to the greatest extent the free movement 
of export and import cargoes through this nation's ports. Congress has reiieatediy 
held to the position that there be few. if any, restrictions on the free movement 
of commerce and that healthy competition among ports is desirable and economi- 
cally sound. We agree. 
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AVe believe that i)orts should have the right to compete for internationnl coui- 
iiierce witliont rate diflferentials. Certainly, it is difficult for as to accept tlie 
imposition of sudi differentials liy a federally-financed carrier lilce Conrall. Since 
all of the states adversely affected by Conrail's jiolicy are substantial contributors 
throuRh federal taxes to tlie huge amount of federal funds going to Conrail. we 
feel that no preference should be given to any port served by Conrall. 

Since Det-eniber 1976 Conrail management has been rei>eatedly requested to 
take action to equalize the container rates on waterborne traffic to and from New 
York. But nothing has been done. It is clear to us that Conrail will not move 
on its own to adjust the rates. The rate differential handicap burdens not only our 
l>ort but other North Atlantic ports and deprives us of cargoe.s and work for our 
IH-ople—and uses taxpayer dollar to exercise that discrimination. 

Our Port Authority economists estimate that about oSO.OOO additional tons 
of export-import cargo might have moved through our ix)rt last yeai^. were it not 
for the container rate disi>arities. I'ort and foreign trade-related employment in 
the New York-Northensteni New Jersey Region, which represents some 23o.0(K> 
jobs, ha!!i declined by some 25.000 jolis in the past ten years. Clearly many of 
those jobs could have been saved if we had been able to handle the Ciirgo lost due 
to container rate discrimination. And the most serious, and unfortunately the 
most likely, jirosjiect for us Is that the situation will deteriorate further if the 
principle of equalization is not reaffirmed. 

The value per ton of New York's oceauborne general cargo exceeded $1,800 last 
year. This would put the value of the 550,000 tons of additional cargo lost to New 
York at over $1 billion and the high value of these cargoes generates more jobs 
at higher pay than equivalent amounts of lower value bulkcargoes. 

I agree with the statement of Secretary Adams before this Subcommittee on 
April 12th in which he observed that the continued availability of rail freight 
service to the Northeast is es.sential to the nation's economy. But I feel that the 
application of dLscriminatory freight rates by Conrail to service to certain ports 
in the Northeast should not be allowed to erode the economy of the northeast. 

Conrail has presented our i>ort not only with difficulties arising out of the ap- 
plication of discriminatory freight rates to and from the Port of New York-New 
Jersey on export and import traffic but has compounded a problem that has long 
existed dealing with the rates apj/lied on Intra port traffic. 

The Port Authority of New York and New Jersey has historically maintained 
the iwsition that the Port of New York must be treated as an organic whole and 
for many years has fought for the conformity of rates to and from all railroad 
stations within the port district. This has been through the years and continues to 
be ft cardinal principle with tlie Port Authority. Mr. Jordan in his testimony on 
April 12 before the subcommittee alluded to the fact that the Port Authority 
oi)erates under a theory of homogeneity in considering intra ixirt rates. We agree 
with this statement and it should be noted that the Port Authority had its genesis 
In a railroad rate case decided in 1917 wherein the Interstate Commerce Com- 
mission found that ". . . historically, georaphically and commercially New York 
in the individual district in the northern part of the State of New Jersey consti- 
tute a single community . . ." and tiiat: ". . . the remarkable growth and progress 
of the port can best be continued by treating it as an organic whole." This prin- 
ciple was affirmed in 1934 for the Interstate Commerce Commission in the Light- 
erage Case and has continued to be a guiding princii)le of the Port Authority even 
to date. The Port Authority continues to take the position that equalized rates 
should be applied to all stations within the iKirt area. 

As I have previously noted, there has been a frustration of the clear Con- 
gressional mandate in the 3 R Act of 197.3 that competitive rail service be pro- 
vided to the northeast region. It is axiomatic that eomi>etition is good for 
comnu'rce and eventually results not only in the improvement of .services but 
also the lowering of rates. It cannot be denied that the service rendered by 
ConRail not only to the Port of New York-New Jersey but to other North 
Atlantic ports has been deficient. We, the Port Authority, have received nu- 
meroiis complaints from midwestern shippers advising us that they have di- 
verted freight shipments from our port becau.se of the deficiencies in the 
service rendered by ConRail. We think it imperative that ConRail not be allowed 
to inhibit the extension of service by competitive railroad systems into the 
New York area where the real i)os.sil)ility of such competitive service exists. 
Such inhibition by ConRail, of competition by other carriers is clenrly c'intrary 
to the spirit of the statutes that created ConRail as a federally-subsidized 
Tailroad. 
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We have engaged in discussions with the ojflcials of ConRall not only seeking 
the elimination of discriminatory rates applying to and from the ports but 
also with the view to obtaining more efflcient service to (he New York metro- 
IMjlitan area. So far those discussions have not been fruitful. Our discussions 
with ConRail naturally will continue but we feel obliged to call to the attention 
of the sbcommittee the fact that I have just described. 

We believe that every port should have an equal competitive opportunity 
In the business of export-import traflBc, and we believe also that shippers should 
have a free choice of ports. We welcome healthy and economical sound com- 
l)etition and will strive to match It. However, we feel obliged to work towards 
tlje elimination of railroad freight rate inequities that discriminate against not 
only the Port of New York-New Jersey but other North Atlantic ports and any 
other freight rate inequities that discriminate against certain geographical 
areas within our port. 

It has lieen a i>leasure to appear before this subcommittee and present the 
Port Authority's views and concerns about the service by ConRail. I will be 
happy to answer any questions posed by you or other members of the 
committee. 

Thank you Mr. Chairman. 

Mr. MtTRFiiY. Mr. Gavan. 

STATEMENT OF HENRY 3. GAVAN 

Mr. GAVAN. Mr. Chairman, accompanying me today, as I noted 
before, is Carmine Ragucci, president of the Rowland Hook Terminal 
Operating Co. Mr. Ragucci will be available to answer any quastions. 
Following the lead of Commissioner Hennessey and Mr. Goldmark, 
I will also depart from my prepared remarks, which have been sub- 
mitted. And first of all, I would like to endorse the statements made 
by both Mr. Goldmark and Commissioner Hennessey. 

And I would like to perhaps point out that has been pointed out 
before. I think the committee is concentrating, and properly so, on 
two questions. One revolves aroimd the question of equality of rates 
between the various Northeast ports and the other is freight rate 
parity within the Port of New York. Mr. Goldmark, I think, has 
spoken to the first question. In particular, I endorse his remai'ks on 
that. And I would like to speak briefly to the question of freight rate 
parity within the Port of New York, which I believe is supported 
fundamentally by the Interstate Commerce law and certainly specifi- 
cally by the Murphy amendment to the 4-R Act. And I noted in youi- 
comments, and I know it is not my job to pose questions to you. 
Congressman, but it seemed to me from what I had seen and read 
and tmderstand and what I thought you said earlier, it seems to me 
the legislative of Congress was very clear to the Congress in what 
they were doing with the Murphy amendment. 

It seems it is not clear to the gentlemen from ConRail and to a 
lesser extent to the ICC and perhaps I know that I intend to go 
back and read the Congressional Record and look at that debate and 
se« if it said what I thought it said because certainly my recollectioti 
of it is somewhat different than either of these gentlemen's. They 
seem to think that it talks about some vague principles and I thought 
there were more specifics attached to it than that. And I think iirolj- 
ably your recollection is more closely akin to mine than it is to theirs. 

Mr. MtiKPiiY. Mr. Gavan, Ms. Mikulski, and I realize this is not 
the only instance where the intent of Congress has been mayiie 
changed a little bit by tlie regulators or the implementors. That is 
one of the things we work Avith on a daily basis. 
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Mr. GAVAN. I think, Congressman, I would like to address a couple 
of questions and basically a couple of statements raised earlier today, 
particularly that of Mr. Hagen and Mr. Murphy, your namesake, 
from ConKail. 

Ms. MiKnxsKi. I have an ear infection and would you just speak as 
loud as I know a New Yorker can ? 

Mr. GAVAN. Yes, ma'am. There are four points, and again I would 
refer to the statements made by the ConRail delegation. And one 
was that we don't discriminate. We don't go there but we don't 
discriminate. If we went there, we woiddn't discriminate. 

I am amazed by that type of an idea that they are delivering freight 
cars to points in New Jersey but they are not bringing them to New 
York. And I think the answer to that is quite apparent in Mr. Hagen's 
testimony. And I will quote from it. He says: "Finally, we are willinsr 
to interchange traffic with the New York Dock Railway and BEDT 
on the same basis as the LI RR or with respect to traffic which we 
do not interchange with the Long Island on a basis that will not 
reduce the contribution of the traffic to ConRail." 

The last words are the critical words. What we have here is we 
have a situation where ConRail effectively does not serve Brooklyn 
or Staten Island. And the answer is they don't want to serve there 
because they don't want to divide their rates with anyone else. In 
the case of Staten Island they don't want to divide with the Chessie 
and in the case of Brooklyn they don't want to divide with either 
the New York Dock Railway or the BEDT. And it is as simple as 
that. And they create mumbo jumbo in the tariffs to try and reinforce 
that point. Now, they talk about, and frankly, I thought I was read- 
ing a Kafkan novel or listening to a Kafkan novel recited when we 
talked about the method of shipment. 

People talk as if containers are something that was brought here 
form tlie moon 3 months ago. Are we to say that, yes, we have a con- 
cept of freight rate parity but it only applies to wooden boxcars or 
it only applies to boxcars drawn by horses ? 

There is nothing different. The container on flatcar, the trailer on 
flntcar is not a different invention. You know when you think alx)ut 
it and look at it for a second, there is nothing really very sophisticated 
about that type of technology. It is not all that different from the box- 
car. And yet we will hear this talk that, oh, yes, it applies to break- 
bulk cargo and it applies to cargo brought in boxcars but not to 
containers. "Wliy ? 

Is there some real mysterious reason for it? I hear about facilities. 
You can move containers on flatcars; you can move trailers on flatcars 
through facilities in Brooklyn and Staten Island. There is nothing 
magic about Noi'th Bergen or Kearney, N.J. The fact is they don't want 
to move the freight here and they don't want to move the freisrht there 
because thej^ don't want to divide the revenues and the tariffs. Tliat 
is the basic simple (juestion. 

Now, I am particularly offended by this because I hear talk 
throughout the country and in Congress that New York City doesn't 
want to do things to lielp itself. New York City over the past 10 years 
has invested literally hundreds of millions of'dollars in rail mainte- 
nances facilities. And now wo are faced with the prospect tliat either 
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>oii can't ship to them because Conliail doesii't want to or you can 
ship to them but you ship to them at a great competitive disadvantage 
t o other places, particularly New Jersey. 

It is not playing fair vrith us. We have a facility at Ilowland Hook 
at Statcn Island that at the time we purchased it it was the largest capi- 
tal purchase New York City had ever made. We spent almost $50 mil- 
lion. We have invested another $25 million m it. And incidentally, we 
liave invested some $6 million in Federal moneys; and get the laugh 
on this, $2.5 million to improve the rail, which may be nonexistent 
Ik'cause of ConRail's attitudes. 

So it was my pleasure to be before the Senate committee on this 
in July when I spoke about instances of ConRail encouraging sliip- 
poi-s to relocate from the New York side of the river to the New Jersey 
.^itle. That continues. 

There is an example that I can point to today. Archer Daniels is 
a distributor of com sweeteners and corn sirups. They handle through 
t he ]?rooklyn waterfront now on BEDT and on New York Dock Rail- 
way about 450 carloads a year. They are being rel(x;ated to a Con- 
Rail-owned facility in Perth Amboy, N.J., from which the^ will 
generate ])robal)ly 1.000 trailer truckloads of traffic through btaten 
Island out to Brwklyn and Queens and further out to Long Island. 
I'liis is exactly what they are doing, and losing hundreds of jolm in 

Xew York because of this. 
My conclusion, Mr. Cliairman, is that ConRail has not played fair 

with New York City and I don't think they have played fair with 
the Congress. I think I heard some poetry in motion here today which 
indicates to me that they have or had no intention of complying witii 
the congi-essional mandates. And franlcly, on the strength of that 
until they can offer you some better explanation of what it is they 
are doing, I woidd urge you to seriously consider withholding approval 
of their appropriation. 

I Mr. Gavan's prepared statement follows:] 

STATEMERT OF HENRY J. GAVAN, GENERAL COUNSEL, OFFICE OF EOONOMIO 
DEVELOPMENT, I'ITY OF NEW YOKK 

Mr. (.'bairmau and Members of tlie Committee. I wish to take this opportunity 
to tliank you for giving Tlie City of Xew York Uiis opportunity to testify concern- 
ing tlie important questions which are raised in these hearings with regard to 
ronlJail's funding re<i«irenients and on H.R. 11402. As you know, tlie (juestion 
liefore the Congress is an amendment to the Regional Rail Reorganization Act of 
197.S to authorize additional appropriations. Mr. Edward (i. .Jordan. Chairman 
and Chief Rxe(>utive OflBcer of the Consolidated Rail Corporation. npi)eared and 
testified before the Committee on April 12,1978. At that time. Mr. .Jordan indicated 
to you that his apiwarance l>efore you was "to review the progress made In restor- 
ing ade<iuate and effleient rail service to the Northeast and Midwest regions of 
our nation. . . ." We also would like to review the progress made in this 
conneetiou, with particular reference to its effect UIM>U the eccmomv of The City 
of Xew York. Accompanying me today are Carmine RagnccI, President, How- 
land Hook Terminal Operating Company and .Tosepli Byrne. Vice President. 
Northeast. Marine Terminal. Mr. Byrne and Jlr. Ragucci are the oiierators of 
these two City-owned facilities which are greatly dependent upon rail service. 
Ihey are available to answer any questions which anv member of the Committee 
may wish to pose. 

It « as my privilege to apiH?nr before the Committee on Commerce. Science and 
Transportation of the Uniied .States Senate on July 2ft, 1977, nt which Hme I 

.•) 5-04.1—T8 ;i 
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tnrttcated fhe great concern of The (Jity of New York with refereuco to the bick 
of ooiupc'titlou ill rail service on the New York side of the Ton of New York. 
I iKiinteil out lit that time that we were concerned not only with the concept of a 
ConHail uiuiRiiioly, but also with the ju-tivitics nr noiiactivities of ConUnil. which 
we viewed to be detrimental to the interests of The City of Xew York. I am 
•<nddene<l to say tliat the conduct of ConRail since that time has done uotLiug 
to alleviate our fears, but in fact the.se 1'ear.s have l)eeu lieiglitcued. The very 
measure which the Committee has before it today demonstrate.^ that the activities 
of ConRail are in fact funded, sul)sidized and supported hy tlie People of the 
United States, acting through the Congress. This very fact aloue sliould create 
a sensitivity in ConKail to the prejudicial application of ConKail programs and 
policies with reference to the citizens and taxpayers of any particular jurisdic- 
tion, in this ease, the people of Tlie City of New York. 

Rail freight parity has existed throughout tlie entire Port of New York since 
before the turn of the century. Such rate parity Is codified in the Interstate 
Commerce I^aw and has been speciflcally recognized by the Congress in the final 
system plan which led to the creation of ConRail. The 4R Act specifically adopts 
this principal. In the face of this .specific and well documented congressional 
mandate, ConUail continues to Impinge upon the conceiit of rail freight parity 
throughout the Port of New York. Mr. Stuart Johnson, in his testimony later 
today, will point out specific examples of this conduct. Such discriminatory and 
prejudicial actions hy ConRail contain the .seeds of economic disaster for The 
('ity of New York. As you know, the economy of The City of New York has been 
adversely impacted by a variety of causes, some Internal, some external, over 
the iMist several years. In an elfort to strengthen and solidify the economic base 
of the City, we have invested substantial sums of money In the creation of In- 
dustrial facilities which are totally dependent upon the availability of reliable 
rail freight service at competitive rates. 

The City has Invested .^T.") million in the acquisition and improvement of the 
llowland Ilook Containeriwrt in Staton Island, we have spent $7 million In the 
ncquisiliou of the Staten Island Industrial Park, $25 million each In the pur- 
chase of the Brooklyn Navy Yard, Northeast Marine Terminal in Brooklyn, $10 
milliou in the Flntlands Industrial I'nrk in Brooklyn, $7 million in Bu.sh Ter- 
minal In Brfxikiyii. and .$117 million in the Hunts Point Food Distribution Center 
in the South Bronx. The succes.sful development of each of these facilities de- 
pends iiiKin the continued availability of rail freight service at competitive rates. 
The actions of ConRail in a piec'emeal aggregation of the policy of rate parity 
iliroughout the Port of New York seriously jeopardizes the economic vlablUty of 
the.se facilities, together with countless thousands of facilities which are pri- 
vately owned. There is no justification for such conduct, and we believe that the 
conlinucd implementation of such programs and policies Is an inappropriate use 
of tax levey funds. Therefore we believe that it is appropriate that this Committee 
wiilihold its approval of additional appropriations to the United States Railway 
.Vssoeialion until ConRail demonstrates to the satisfaction of the Congress that 
it has. in fact, complied with the congressional mandate concerniug rail freight 
Miuity within the Port of New York. 

Ml". MuRriiY. Thank you, Mr. Oav.an. Mr. Hennessey, hasn't the 
Stnte of New York committed aliont $9.9 million to the construction 
and impiovement of the i-nil facilities on the Brooklyn side of the port? 

Ml. IIi'xxi-.ssKv. We have. Mr. Chairman, aid that is a recent con- 
tract tliat will improve the New York Dock Railway. And it is only 
one contract of many (hat we are investinj; State dollars for the pur- 
pose of improvinja: that part of Xew York and New Jersey for the sole 
purpose of taking care of the rail line that we are going to bring in 
via Bay Ridge from Selkirk, which will reestablish rail service into 
tlie Brooklyn Port for the first time in 2.') years. This is the kind of 
work that wo are doing in New Yor!; today, tiying to build back up 
the port. 

"Sir. Mtni'iiY. That Selkirk connection involves southein New Eng- 
land basically aid of course that would bring service back down and 
into southern ports? 
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• • Mr. PIENNESSEV. Exactly. 
Mr. MtJKPHY. What would be tlie affect on tliis project if this present 

mil discrimination in rates exists? 
Mr. IIENNESSEV. I doiit know. The fact is we are going aliead and 

doing it anyway. We have to. We can't sit I)y and watch it deteriorate 
nny fnither. Tlie day of reckoning is long i)ast due. If we don't do it 
today, it shall never get done. And so in my mind we don't have a 
choice in this matter. i\jid if there is litigation, so be it. We will litigate 
for our equality that we deserve at the port. But \ye are going ahead 
with our rail improvements and with our new facility at Redhook and 
our new containerization facilities. 

Mr. MuRrHY. I wish Commissioner 0'^'eal and his rate expert were 
here and Mr. Murphy was here. 

In making rates, volume happens to be a vital element to move one 
railroad car or one trailer or one container is one thing but to move 
20,000, 30,000, 50,000 over the same facility there is an economy of 
scale of movement. And therefore, a rate may be compensatory at one 
level; it can still be compensatory at even a lower level, depending on 
volume. And of course, some of the sophi-sticated rate people in the 
ICC are more interested in foiin on filing a tariff than on the substance 
of the tariff's, and on what I think is proper r.atemalving. But I see a 
discrimination against BP^DT. I think from 1974, because of this 
termmination of sernce, they went from 18,000 carloads down to 8,000 
carloads in 1977. 

And that is the type of effect that is there because we don't have 
movement through Cranford Jimction in Philadelphia, 4,000 car- 
loads are not serving Howland Hook, correct ? 

Mr. RAGUCCI. More than that; approximately 8.000, no, 7,000. 
Mr. MuRPjiY. OK, 7,000 carloads into this facility, with the Federal 

Government's $2.2 million EDA monev and one rail spur to make it 
possible. And that is because there is no competitive rail system 
coming in through Cranford Junction. 

Mr. Goldmark. would you describe the competitivi' sitiiation in the 
I'ort of New York vis-a-vis the other North Atlantic ports particularly 
i n regard to container traffic ? 

Mr. GoLDMAnic. Well, our estimate is that roughly three-quarter of 
the export-import containers that go to the Midwest, the industrial 
heartland, approximately three-quarters of that container traffic goes 
to Baltimore and the remaining one-quarter probably goes to the other 
North Atlantic ports. 

I want to stress, Mr. Chairman, that that is a very rough estimate. 
There ai-e other figures, and other figures are not very good on this. 
And when I am sure of a figure, T will tell you and when I am making 
an e.stimate I will tell you. That is an estinuite. 

And what concerns me is the prospect  
Ms. JiIiKULSKi. Excuse me, how many are we talking about when 

you say three-quarters ? 
Mr. GOLDMARK. You are talking about a universe—I am going to 

ask Cliff O'TInra for an estinuite of the universe of the expoi-t-import 
containers. In all the North .\tlantic, i)orts maybe 120.000, 1.30,000 
a year? 

Mr. ( )'1IAKA. More than that: loO.dtll) n vear. 
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Mr. GtiLDMAitK. 150,000 a year. And I am (alking about a universe, 
export-import, to tlie Midwest. T am not talking aBont the overnight 
delivery within 50 miles of a port. The figures are very bad on this, 
ma'am," both within each of the ports and among the ports, and tlioy 
are bad as between the rail and the truck. So as one wlio has recently 
come to study this mattei', I am going to be very careful in maldng 
these estimates. 

But that is roughly our sense of the situation, Mr. Chairman, and as 
I expressed, one of my concerns is that situation will continue to 
deteriorate as the gap widens. 

Mr. MTTKPIIY. Would you tell us the investment that the port author- 
ity in New York has made in its facilities witliin the Port of New 
York and the importance of rail and marine service to those facilities? 

Mr. GoLDsrARK. Well, the port authority's investment in all its 
facilities is close to $^ l)i11i<m. At least $1A billion or more of that is in 
marine tei-minals alone. As you know, there is tremendous private 
sector and now increasing State investment and support of rail service. 
And I really think of all of this as a whole. And again I will make a 
guess for you. Jfr. Chairman, and say that total investment public and 
private must be well over $2 billion. 

Mr. MrRPiTY. Would you tell us the port authority's policy toward 
T-ate parity within the port? 

Mr. GoT.nMAKK. The poi+ authority's ])olicy Mr. Chairnuin, is very 
simjde. The port autliority was created out of a desire on the part of 
two States to treat the port as a whole, as one. and that is our policy 
to treat it as a whole wherever possible, as one. And tlierefore, as the 
Sun rises so it must set: we are for parity within the port and have 
taken a number of steps in recent months to try and achieve that 
objective. 

Mr. MtmiMiY. .Vnd von operate marine terminals on both sides of 
the port? 

Mr. GoLDJrARK. Yes, sir. The majority of investment is on the New- 
Jersey side. We are trying to take steps there to make sure a balance 
is maintained. 

^fr. IVfrRPTiv. What is the port authority's policy on rail versus 
truck service within the port? 

Mr. GoLDMARK. Within the ])ort? T would l)e \ery frank that we 
think in both cases steps are going to have to 1M» taken lx)th by our- 
selves and by others to reduce the cost of Iwth. That is wliy we paid 
such attenti(m recently to the question of di-ayage within the port 
area. We are at a competitive disadvantage in terms of diayage rates 
in the Port of New York and New Jersey. That is why we are attack- 
ing the problem of demurrage and the free-time restrictions which 
discriminate against the Port of New York and New Jersey among 
otlier ports. 

And that is why we have negotiated, for instiince, with the tinck 
conference caiTiers to reduce their costs. In January we succeeded in 
talking them into a 35-perceut reduction in their tenninal charges to 
shippei-s in the New York and New Jersey area. 

B;isically my attitude toward that is that it is going to take a givat 
many of us working together on a great many fronts to reestablish 
our competitive position just to keep uj) with everylx)dy else. And 
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that includes rail and truck and rate and free time, and the cost of 
operations at the terminals. That includes all of them. 

Mr. MtTHPii Y. How about car float ? 
Mr. GoLDMARK. That includes car float. I see the key area to focus 

on is container traffic however. Car float has primarily been used to 
move box car, break-bulk back and forth. I see tlie key to the future 
competitive positions of tlie port as the ability to move containere 
around the harbor at a competitive equalized rate witliin the harbor. 

Mr. MURPHY. Mr. Gaven, would you express yourself on the rela- 
tive advantages or disadvantage to the city of rail and truck serv- 
ice witli regard to pollution, congestion, safety, service, and so forth ? 

Mr. G.wAx. It is obvious Congressman, that the preferred method 
of transportation within the city is by rail. You minimize nil tlic 
problems that you have referred to. And just to get an idea of a micro- 
cosm of this problem is this reference I made before to Archer Dr.n- 
iels. Bv this unilateral decision of ConRail M c now create probably 
somewhere between 900 and 1,250 additional truck move-ments from 
northern New Jersey points to places within Brooklyn, Queens, Nas- 
sau and Suffolk Counties within New York. Now, admittedly 1,200 
additional trailer movements may not be a substantial number but 
this is only one shipper. This is the continuation of a policy and an 
attitude that has developed. 

And what they are doing is by causing traffic intended for New 
York City to terminate in noithern New .Tci-sey, the\- are creating 
this tremendous amount of track congestion and trafhc across New 
York City using the crossing at George Washington Bridge with the 
tunnels to get througli and then causing these tmcks to travel 
through the city to get into Brook'lyn and Queens and fuither out to 
Long Island. An impossible situation under the circumstances we 
face today. 

Mr. MuRPJiY. Mr. llagucci, with Ilowland Hook located on the 
western side of the port, Avith direct rail connections to the lest of 
the country, let alone Cranford Junction's Chessie connection, what 
does it do to your attraction to a shipper when he has to pay a higher 
freight rat© to get to your terminal ? 

Air. RAGTTCCI. He is not going to come there. lie is going to go 
somewhere where he is going to get it cheaper. 

Mr. GAVAX. And Congressman Murphy, could I point out in terms 
of the city's investment in Howland Hook that we only have devel- 
oped about one-third of the Upland area of Howland Hook. There 
is a tremendous amount of expansion capability at Ilowland Hook. 
And I concur in Mr. Ragucci's remarks that our ability to further 
develop this asset that we have is severely limited by the inability to 
promise competitive rail service. 

Mr. MuRi'Hi'. Gentlemen, I Avould think that your counsels had bet- 
ter be piepared for a i)ctition liefore the ICC on the j)i{isent situation 
Ijecause just what this committee's action is going to lx>, until we take 
up a trunk line bill can be. I am not sure. But I would think that in 
any case that petitions should go forward. 

Ms. Mikulski. 
Ms. MIKULSKI. Thank you, Mr. Chairman. I must say I am really 

imi)ressed by this array of New York executives who through their 
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fcistjmi'ss and assertivcness are i-eally out here fighting for the eco- 
nomic future and economic viability of New York. And I wish you well 
for New York's survival in everything but not this particular one for 
obvious reasons. You can count on me to help you in other things. 

And, Mr. Chairman, in view of just getting this testimony, I 
would like to be able to submit some written questions to members of 
the panel, as well as ask for a few now. 

Air. MURPHY. The record will be held open. 
Ms. MiKUi^Ki. Tliank you. I iiave a question for Mr. Cioldmark or 

periiaps Mr. Gavan. When we talk about numbers, how many contain- 
ers roughly did the Port of New York handle in 1976, particularly 
those 20-foot type containers ? 

Mr. GAVAX. I will defer alt the tough questions to Mr. Goldmark, 
Mr. GoiJiMARK. The total, including domestic and foreign, is about 

1,700,000, that is TEU's or 20-foot equivalents. 
Ms. MiKtn.SKi. Wei, thank you, Mr. Goldmark. Mr. Chairman, I 

have some statistics from the Maryland Port Authority that I think 
are interesting and also bear upon this because Mr, Groldmark talked 
about how Baltimore gets three-quarters of all this trailic going to 
the Midwest. And my figures? s^y, and we might be off by 200,000, that 
New York in 1970 handled 1,940,000 20-foot containers. Baltimore 
handled 355,600 containers of the same equivalent size. So that when 
we talk about the market tiiat we are developing, it is inconceivable to 
me why New York is interested in such a small number of containers 
when your volume is ap]>roaf"hing 2 million containors and our volume 
is only one-third of a million. 

Mr. GOLDMARK. IS that a question ? 
Ms. MiKTjLSKi. Yes; I mean, to me we are all brothers and sisters 

along the Northeast corridor fighting for economic survival. And I 
feel quite frankly you are being almost economically cannabalistJc 
towards my city. 

Mr. (lOiiDMARK. My opinion, with all due respect, Madame, is that 
in this field brotherliness and sisterliness are based on equalization and 
not discrimination. And that the numbers you are talking about, if you 
would trace them over the past 4 or .5 years, would have sliown a sharp 
i-ate of increase in your trnftic. and ii rate of decrease on all of oui-s. And 
I also am not familiar enough witli tlie numbers obviously from the 
Maryland port administration. T would ask whether those are all 
traffic or export-impoi-t ? And if exi)ort-iniport, to what de.stination ? 

Ms. MTKUT^KI. Well, I can furnish that (o you later. But let's deal 
with the issue of equalization. Hasn't ConRail already equalized cer- 
tain multiple container movements in the North Atlantic ports, for 
example, the movements of 10, .SO. and 60-containers? 

Mr. Gorj)MARK. Yes, ma'am. Thank, God. 
MS. MiKur.sKT. Isn't it true thnt New ^'oik lias a rate-favorable cost 

of 60-container movements that do not npply to Baltimore; and that 
you have that market all wraj)ped up so that we don't even have access 
to it? 

Mr .GOLDMARK. My recollection is that was an area where the rates 
arc equalized. I am not aware of  

Ms. MiKii-SKi. Well, my research into the area says that No. 1, the 
rates are e(|ualized; and tliey aiv e(iualized on the movement of 20, 30. 
and 60 containei-s shipped at once. 
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No. 2, New York liaa ii favorable cost rate particularly with the 60- 
coutainer movements, whicli is an incredible amount of volume which 
you are geared up to handle, that doesn't even apply to Baltimore. So 
"we are talking about equalization. And you do have it particularly 
where large numbers of containers are beuig shipped. Quite franklj', 
where we do have an edge is where it is one contamer, two containers 
or three containers; which is very small potatoes compared to New 
York. 

Mr. GAVAN. I think the point that was being made by your i-esearch- 
er, and I think the figures were produced through ConKail or tlirough 
a ConRail article or a ConRail statement, indicate this thought that 
New York is somehow more likely to handle these 60-container ship- 
ments. And I would say that while that may be true, I suspect that if 
we saw figures on that, we would see that the movement-s of that size 
are very, very limited. 

And as Mr. Ra^icci points out to me, the bulk of the shipping, 
particularly in the impoi't-exi)ort, are in the smaller container volumes 
of one, two, three, four, and five. 

Now, I Avill point out, and perhaps add to Mr. Goldmark's remarks, 
I don't think that any actitm of the city of New York or the State of 
New York or the Port .Vuthority of New York and New Jersey is 
meant to be detrimental to the future progress of the Poil of Balti- 
more or the Port of Philadelphia. I think that your comments con- 
cerning brotherliness and sisterliness are well taken. I think what we 
do see, and I have seen it through the economic activities of the city 
of Baltimore, which has been very progressive, is that you fight like 
liell when you tliink you are losing things. And I don't think we figure 
so much that we are losing things to Baltimore. Baltimore is not our 
enemy or is Philadelphia. We are losing out to the rest of the world 
Ijccause of a variety of reasons, one of which is what we feel to be this 
unfair rate situation. 

That is only one facet of the Aery large picture. 
Ms. MiKUi-SKi. Well, that biings up something very interesting. Ac- 

cording to newsimper reports I understantl there have been meetings 
convenwl by NOAV Yorlc with Boston and Norfolk on this particular 
issue. My (piestion to you or any members of the panel is, No. 1, have 
these been open or secret meetings? And No. 2, liow did they comply 
with your State sunshine law? 

ilr. GoLDMARK. I was the one who called those meetings with other 
l)Orts. And they were not only open. I announced thejn. 

ils. MiKur^SKi. Through what mothoil, Mr. Goldmark? 
Mr. (ioLDMARK. I announced them publicly, in my testimony before 

a New York committee. 
Ms. Ml KULSKi. So they did comply with your sunshine law ? 
Mr. GoijjMARK. With the State sunshine law ? 
Ms. MiKULSKi. Yes. 
Mr. GAVAN. Well, the public offices law T believe is the law that 

governs the question of announcing public meetings. 
Ms. MiKFi-SKT. That is correct. Are von familiar with that. Mr. 

Goldmark? 
Mr. GoiJ)MARK. Yes; T am. The port authority is not subject to the 

New York simshine law. That is the reason you hear me hesitating. 
But basically we have  
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Ms. MIKTJIJJKI. YOU are exempt from the New York punshinc law ( 
Mr. GoLDMARK. Yes, because we are n, bi-8tnte agency. Therefore, 

it takes legislation in both States. But if the spirit of your question 
is did we do it in the dead of night, the answer is no. 

Ms. MiKULSKi. Was Philadelphia asked to join in this consortium ? 
Mr. Gorj>M.\RK. Yes. 
Ms. MiKui-SKi. Did they join ? 
Mr.Gou)MARK. They ha\e taken no jwsition I know of. 
Ms. M1KUI.SKI. Do you know why they lia\-en't ? 
Mr. GoLDMARK. No; I don't. 
Ms. MTKUI.SK r. Have they con\eyed that to you ? 
Mr. Gt)i.DsrARK. Ha\e they conveyed 
Ms. Miicui.sK[. Whether they want to join ^\^th yon in this or not? 
Mr. GoLDMARK. Tliey have conveyed to me that as of now they have 

taken no position on the matter one way or the other. 
Ms. MiKT'LSKi. Well, they have conveyed to me they support more 

of a Baltimore position a7id don't want to join M-ith you. 
I know that New York is really ConHail dependent. Am I right? 
Mr. GA\AX. Yes, ma'am. That is absolutely true. 
Ms. MiKfLSKi. You are absolutely dependent on ConRail ? 
Mr. G.WAN. Tliat is the bisr problem. 
Ms. MiKfLSKT. Foi- that I am more than sympathetic. How do you 

feel, any one of you. about Mv. Ifajren's coinmenls (liat if we equalized 
iU'cordin^r to the formula thnt lt;<s Ix-en «us<rested IKM-C, we so the New 
York e(iualization rate. Mr. ITairen said earlier thnt this would have 
a detrimental etfect on ConRail and foice iieople to move to other 
mmlalities such as trucks for example. Wliat is your response to that 
comment? 

Mr. GAVAN. Well, my response to it would be sejnnent to se%'eral sec- 
tions. As you know, we go back and the final system plan contemplated 
of course, that we have a direct competitive service with GonRnil I 
believe tliroutrh Noi-folk & Western. T^nfortunately. that never de- 
veloped. We have supported the conce]>t of some competition through 
l>erhaps the amalgamated device of the Delaware & Hudson and the 
Chessie System coining in tlii-ougli Cranfoirl .Tiinction. 

T lielieve if we had competition with ConKail thnt t)robably a num- 
ber of the problems that we have here today would disajipear Ix'causo 
of tliat gi'eat old competitive sitiKition. T Ix'lieve that you can look at 
the figures and see that the railroads have been remarkably unsucce?-s- 
ftd in competing M'ith other modalities particularly the truck. T would 
suspect that if you looked at the division of traffic between rail and 
such traffic that trucks can handle, yon would find out they are han- 
dlinsr most of it now. 

TToweve?', there are specific advantages to shipping by rail: one of 
which is cost. There will be inci-easin£r pressures T believe thi-ough the 
fongress because of the environmental questions raised by this tre- 
mendous proliferation of truck tniffic. And T think that we have to 
look to the future which says that there has to be a resurgence in some 
form or another of rail movement and it ha« to be at the expeiise of the 
truck, again ])i-incipally on these environmental cncerns. T regretted 
the stat^-nient thnt Mv. Hag!\n made, again in the spirit of brother- 
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liness and sisterliness, and perhaps it is indicative of the reason the 
railroads have had such a wonderful track record—and I don't speak 
only of ConRail; I am talking about rail in general—is that if they 
force us, they say, to equalization Ms. Mikulski, what we are going 
to do is we are going to raise Baltimore's rates to the highest rate. 

Ms. MIKULSKI. That is right. 
Mr. GAVAN. Well, I am sure that I can suggest that there are four 

or five different solutions to that: One of which is to bring it to the 
lower rate, one of which is to find an avei-age i-ate. And certainly it 
offends ray spirit again of cooperation, that we have to look at this 
thing as if it means increased cliarges on shippers in the Port of Balti- 
more and other ports in the Northeast. And I think it is a very un- 
imaginative approach to it. 

Air. GoLDMARK. Can I comment on your question also ? I would be 
even blunter than Mr. Gavan. First of all, I think one of the issues 
that is very important in determining competition with the trucks is 
the quality of service. And I think mat is where ConRail has some 
major improvements to make. And I do not regard the rate issue alone, 
particularly we are talking long-haul and we are not talking in the 
50-mile, 60-mile, 100-mile area, and it is a service issue that really is 
going to determine whether people go by rail or by truck, as well as 
the rates. 

And second of all, I noted carefully that you asked ConRail not how 
would they equalize if they had to equalize, but would they equalize 
to the New York rates. And I have to say in all fairness I regard their 
answer as a red-herring answer. I question seriously whether were 
they forced by law to equalize, whether they would equalize it to New 
York rates. To put it another way, if I were setting ConRail's rates, 
I am not sure I would do it there. I think it would probably work out 
best for all the ports involved and probably for ConRail's competitive 
position with the trucking industry and for their overall bottomline 
were they to equalize somewhere in between. 

And I have gone very toward telling you I think if I were to guess 
what would be in their best interests to do if they were faced with it, 
that is how they would react. 

Ms. MIKULSKI. Well, I think one issue we are in absolute agree- 
ment on is the level of service needs to be improved to all ports. So 
when I made that comment about ConRail-dependent  

Mr. GAVAN. I understood your reflection on this. 
Mr. Rossi. I would like to make one additional comment. The three 

agencies here are doing an intermodal study of container type traffic 
for the city of New Yoric. 

And I think you can imagine that the type i»f industry that is lo- 
cated in the city of New York tends to ship in a trailer lot load, in 
the absence of sidings to these various industries, and the type of 
business is very small. What we are finding in that study, and we are 
using the same consultant that did the national intermodal network 
study for FRA, is that ConRail is not participating in that business 
at all. They are not getting the business in New Jersey. What is 
happening is that if the shipper loads it on a truck, it goes by truck 
all the way to its destination at the other end. They will not go into 
the congestion of the New Jersey terminals. 
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So I would think an answer that ConRail could have given with 
some marketing initiative is that there is business there we would like 
to penetrate with direct service and with a lower rate that is not 
moving by rail at all. 

So I want to just echo Peter's comment that the answer they gave 
was to flag the issue in front of you and not to give an honest answer 
or to point out all the options that were available to them. 

Ms. MiKULSKi. I must say I did bring it up. 
Mr. MTJRPHY. I might just say to my colleague the last 10 years the 

foreign commerce of the United States has gone from 10 to 20 percent 
of our total commerce. As a consequence, the statistics clearly show 
that the Port of New York is about 100 percent behind the overall port 
development in participating in this commerce. In other words, they 
have increased their tonnage and the number of handlings of cargo 
but at a 100 percent lower rate than the average. And one of the reasons 
was that New York was the focus of the 17 bankrupt railroads that 
became ConRail—no, 7. 

Ms. MiKULSKi. It seemed like 17. 
Mr. MuHPHY. And ConRail is still, I think, trying to put together 

their tariffs, they are trying to put together what service is the proper 
service. And while they are going through, let's call it reorganization 
pains, the Port of New York is getting more than its fair share of 
problems from ConRail's development. And Baltimore because of its, 
let's say, location and service via competitive rail service is in a different 
position. But as long as the taxpayer of New York is supporting 
ConRail, we certainly feel that we should have what was anticipated 
in the 3R Act and in the 4R Act; and that is a competitive basis for 
our rates and an equalization both within the ports as well as to the 
ports. 

Ms. MiKULSKi. Mr. Chairman, does New York benefit much from 
the import of oil into the United States? Do you get much of that 
cargo ? 

Mr. MuBPHY. The basic refinery network for the East is probably 
more Philadelphia and Delaware oriented. We do have some sub- 
stantial refinery capacity in the New Jersey side of the port. But per- 
haps on the east coast the Delaware Bay and the Delaware River  

Mr. HENNESSEY. It is off-pipeline. 
Ms. MiKTTLSKi. I beg your pardon ? 
Mr. HENNESSEY. It is off-pipeline for the most part. 
Ms. MiKtJLSKi. I was just wondering that that seems to be one of 

the biggest things coming in. I just wondered if you were benefiting 
from that traffic. We are not either. 

Mr. MURPHY. Well, you get it the same way we get it. 
Ms. MiKtTLSKi. Thank you, Mr. Chairman. 
[The following material was received for the record:] 

Ms. MiKULSKi. Pursuant to my rijrht reserved at the hearing on H.R. 11492 on 
April 17, 1978, I would lilte to submit the following railroad container freight 
rate information for the record. It should be kept in mind that the Plan 11% 
rates were structured to compete with truck services and therefore are mileage- 
related. These rates are filed at the Interstate Commerce Commission in accord- 
ance with established procedures: 
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EXAMPLES OF PLAN \IH CONTAINER FREIGHT RATES BETWEEN NORTH ATLANTIC PORTS AND SELECTED 
MIDWESTERN SHIPPING POINTS' 

(Plan Mii piggyback ratea| 

Between 

Charges 

2 trallen 

80, OOO     Excess 
lb per per 
Uajler     100 lb 

1 trailer 

40,000 
lb per 
trailer 

Excess 
per 

lOOIb 

Advantage using Baltimore 

2 trailers 

Per 
trailer 

Per 
lOCIb 

1 trailer 

Per 
trailer 

Per 
100 lb 

Baltimore and Chicago, ill  {981 tl.28 (605 
New Yorl( and Chicago, III  1097 1.44 677 
Norfolk and Chicago, III  1097 1.44 677 
Philadelpliia and Chicago, III  1011 1.33 624 
Baltimore and Cleveland, Ohio  678 .86 417 
New York and Cleveland, Ohio  769 1.00 470 
Norfolk and Cleveland, Ohio  819 1.04 503 
Philadelphia and Cleveland, Ohio  721 .95 441 
Baltimore and Columbus, Ohio.  721 .95 441 
New York and Columbus, Ohio  804 1.02 494 
Norfolk and Columbus, Ohio  804 1.02 494 
Philadelphia and Columbus, Ohio  755 .99 462 
Baltimore and Oetioit, Mich  782 1.01 482 
New York and Detroit, Mich  815 1.04 500 
Norfolk and Detroit, Mich  815 1.04 500 
Philadelphia and Detroit, Mich  820 1.04 507 
Baltimore and Ft Wayne, Ind  804 1.02 494 
New York and Ft. Wayne, Ind  938 1.22 580 
Norfolk and tt. Wayne, Ind  938 1.22 579 
Philadelphia and Ft. Wayne, Ind  856 1.10 526 
Baltimore and Indianapolis, Ind  837 1.05 513 
New York and Indianapolis, Ind  1,000 1.32 618 
Norfolk ano Inoianapolis, Ind  964 1.27 594 
Philadelphia and Inoianapolis, Ind  916 1.20 565 
Baltimore and Lansing, Mich  840 1.06 518 
New York and Lansing, Mich  899 1.16 554 
Norfolk ano Lansing, Mich  899 1.16 554 
Philadelphia and Lansing, Mich  895 1.14 552 
Baltimore and Pittsburgh, Pa  499 .72 356 
New York and Pitbburgh, Pa  618 .86 417 
Norfolk and Pittsburgh, Pa  p) (i) (i) 
Philadelphia and Pittsburgh, Pa  539 .78 377 
Baltimore and Toledo, Ohio  755 .99 462 
New York and Toledo, Ohio  856 1.10 526 
Norfolk and Toledo, Ohio  856 1.10 526 
Philadelphia and loledo, Ohio  775 1.01 479 
Baltimore and York, Pa  351 .39 212 
New York and York, Pa  (>) (») (>) 
Norfolk and York, Pa  (>) (?) (") 
Philadelphia and York, Pa  (') (>) (>) 

$1 54 
L71 "'"jiie j'i6 J72 i'ii 
1.71 116          .16           72           .17 
1.54 30 .05 19  
1.04  
1.20 91          .14           53           .16 
1.28 141          .18           86           .24 
1.10 43          .09           24           .05 
1.10  
1.27 83          .07           53           .17 
1.27 83          .07           53           .17 
1.16 34          .04           21           .06 
1.22  
1.27 33          .03           18           .05 
1.27 33 .03           18           .05 
1.28 38 .03           25           .06 
1.27   
1.47 134          .20            86            .20 
1.47 134          .20            85            .20 
1.35 52          .08           32           .08 
1.29  
1.56 163          .27          105           .27 
1.53 127          .22           81           .24 
1.44 79          .15           52           .15 
1.29  
1.41 59         .10           36           .12 
1.41 59          .10           36           .12 
1.41 55         .08           34           .12 
.88  

1.04 119          .14           61           .16 
(>)       

.97 40          .06           21           .09 
1.16   
1.35 101          .11           64           .19 
1.35 101          .11           64           .19 
1.22 20         .02           17           .06 
.46 «           «           W           (>) 

(•) (•)           (')           (•)          « 
(') «           «           (»)          « 
(') «           W           «           « 

• Plan ll}i rates which are all inclusive, apply to a ramp-to-ramp service and Involve the use of railroad equipment 
These rates also apply to steamship line containers when the railroad and the steamship line have a working agreement. 
In short, the trailers must qualify as railroad equipment or, in the case of a 2-trailer shipment, one trailer may oe a ship- 
per's trailer and one trailer a railroad trailer. 

> No Plan ll>i rates published. 
' Applies via WM Ry. only. 

Note: Freight charges include X-343 Increase. 

Mr. MTJRPHY. Gentlemen, thank you very much. 
Our next witness is Mr. E. R. Lichty, general manager, operation 

planning, for the Chessie System. 

STATEMENT OF E. R. LICHTY, GENEEAL MANAGER, OPERATION 
PLANNING, CHESSIE SYSTEM, INC., ACCOMPANIED BY ROSS CON- 
LIN, ASSISTANT VICE PRESIDENT, GOVERNMENT RELATIONS 

Mr. LICHTY. Thank you, Mr. Chairman. I have with me today Mr. 
Ross Conlin who is our assistant vice president of Government rela- 
tions. On behalf of Chessie System, I wish to express my appreciation 
for the opportunity to appear before this subcommittee to testify 
regarding service to the New York metropolitan market. 



The New York metropolitan area has historically been an important 
market to the C. & O., B. & O., and Western Maryland Railroads, the 
major subsidiaries which now constitute the Chessie System. The 
Staten Island Rail Corp. (SIRC) is a wholly owned subsidiary of 
Chessie System but not directly connected to other Chessie Syst^n 
lines. C. & O., B. & O., and Western Maryland by interlining traffic 
with other rail carriers participate in routes serving the New York 
market area. 

Until the late 1950's, the B. & O. operated passenger services from 
Baltimore and Philadelphia to Jersey City, N.J., to serve the New 
York metropolitan area. These trains were operated under special 
agreements with the Reading and Central of New Jersey Railroads. 
The existence of this passenger service and the operation on Staten 
Island left many people with the impression that the B. & O. had 
trackage rights over the Reading and Central of New Jersey between 
Philadelphia and New York. Such was not the case. B. & O. freight 
services to this market area were provided by normal interline routes. 
However, because of the close working relationships between the 
B. & O., Western Maryland, Reading, and Central of New Jersey, a 
variety of through services were provided, including the exchange of 
locomotives and cabooses. 

The creation of the ConRail system on April 1, 1976, included the 
lines of the Reading and Central of New Jersey which had been 
Chessie System's friendly connections to serve the New York metro- 
politan area. The through freight train services continue to be oper- 
ated. However, Chessie System's participation in the traffic of the 
New York metropolitan area has greatly declined since the formation 
of ConRail. 

During the Northeast reorganization planning process. USRA's 
plans called for a major expansion of Chessie System. These plans 
primarily involved lines of the Erie Lackawanna, Reading, Central 
of New Jersey, and selected parts of Penn Central. One part of these 
plans included Chessie System service to the New York metropolitan 
area more specifically described as "chemical coast" section of New 
Jersey. It was intended that Chessie System would serve the chemical 
coast through a trackage rights arrangement, and ConRail would pro- 
vide switching services for the chemical coast industries. A contract 
was prepared between Chessie System and ConRail for that purpose. 
When the Northeast i-eorganization plans involving Chessie System 
failed to materialize, these specific plans for the chemical coast like- 
wise did not develop. 

An arrangement to provide competitive service to a market area 
tiiTOugh trackage rights and contract switcliing services is a risky 
financial undertaking. Chessie System is willing to undertake the 
necessary studies of such an arrangement to determine if there is a 
practical approach as to how such a service could be implemented. 
Many details will have to be explored and all aspects carefully con- 
sidered before any recommendation in this regard can be established. 

That concludes my prepared remarks, and we would be happy to 
answer any questions you might have for us. 

Mr. MURPHY. AVhen we discussed the soiithern tier acquisition by 
Chessie there were several meetings held here with all of the interested 
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parties. Chessie walked away from it I think in the long run on the 
basis of its not being able to have its own traditional labor contracting 
arrangement with tlie various rail unions on that southern tier; and 
that it would have put them into a different contract arrangement that 
was not compatible with their basic system. Is that the same reason 
that the line from Philadelphia up through Crunford Junction to 
Staten Island is not in operation ? 

Mr. LiCHTY. Well, the arrangements for a Chessie System to partici- 
pate in the Northeast were what we call the package deal, which was 
negotiated over a rather long period of time with U.S. Railway Asso- 
ciation. And that package tieal included the trackage rights between 
Philadelphia and the New York metropolitan area where we would 
have a direct connection to the SIRC. 

That package was presented on an all or nothing basis. There were 
a few minor acquisitions which Chessie was allowed to make which 
were not a part of that package. When we vigorously went after the 
labor negotiations that were required and had, as you referred to, the 
many discussions here in Washington with the Secretary of Labor and 
the Secretary of Ti-ansportation, and after those extended negotiations 
were unable to reach a satisfactory agreement, then the decision was 
made by USRA that none of that package would be available to 
Chessie, which did include these trackage rights to New York. 

Mr. MURPHY. Would Chessie make a recommendation to ConRail 
that they would like to perform a service between Philadelphia and the 
SIRC? 

Mr. LicHTY. I think we would be interested in performing that kind 
of a service if it was established on a reasonable basis and one in which 
we could have some assurance of an economical arrangement for acces- 
sing that market. When you operate on trackage rights over another 
carrier, the financial terms under which you enter into that kind of an 
arrangement are critical and you are at the other carrier's mercy from a 
service standpoint because you are operating on his property under his 
direction. 

And so we would have to have some assurance, and this would be a 
part of our study of the arrangements, as to what kind of an arrange- 
ment we would have economically and for an assurance of a com- 
petitive service. 

Mr. MURPHY. Mr. Ragucci testified a little while ago that there 
8,000 carloads of traflSc at the Howland Hook, with the EDA putting 
$2.2 million for a spur right into the SIRC Arlington yard. I don't 
think that is the kind of business you just thumb away. 

Mr. LicHTY. Well, it would be a matter for the specifics of each 
situation. Eight thousand carloads is of no benefit to us if we are losing 
$10 on each carload. AVe would have to have a level of rates that in 
themselves were adequate to cover our costs. And in this case our costs 
would include the trackage rights over ConRail to get to the Staten 
Island Rail Corp. 

Studies we have made in the past would indicate that a trackage 
rights arrangement only to access the SIRC are not near enough of a 
traffic base to justify the train service that would be required. As I 
have explained, we today have no train service of our own to fche New 
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York market. Such an arrangement through trackage rights would 
require us to operate a train sennce. 

I think the nature of the container and ti-ailer business from Staten 
Island would demand a daily service. And this is a rather expensive 
undertaking. 

I know the forecasts for Staten Island are greatly increased because 
of the Howland Hook facilities, but I would be surprised on a reason- 
ably short-term basis that the traffic base there alone is large enough to 
justify a trackage rights arrangement. 

Mr. MURPHY. Have you had an discussions with ConRail in pro- 
viding services to the SIRC ? 

Mr. LicHTY. We have had no discussions with them directly since 
the Northeast negotiations were concluded. 

Mr. MtjRPHY. 'Wliich was when ? 
Mr. LicHTY. That would have been in early 1976. I guess the last 

discussions with them would have been probably in March 1976. 
Mr. MURPHY. What would it take to make expanded rail service to 

the SIRC attractive? 
Mr. LicHTY. Well, we would have to have arrangements with Con- 

Rail for the trackage rights to be attractive from an economic stand- 
point, Mr. Chairman, the commitments for competitive service, the 
priority between comparable trains and what have you would have to 
be established. JBut I think one of the more important aspects of that is 
that I don't think Staten Island by itself, even with the expanded 
Howland Hook, represents a traffic base large enough to justify Ches- 
sie to operate there itself. I think it would have to be a larger market 
area for us to serve, such as the old Chemical Coast district that has 
been described earlier or something expanded to add to the volume of 
the base that would come along with the Staten Island traffic 

Mr. MURPHY. The Chemical Coast traffic wouldn't be affected by the 
equalization problem. 

Mr. LicHTY. No, I wasn't addressing myself to the rate equalization 
question. I was merely speaking to the traffic which would be available 
for Chessie. 

Mr. MURPHY. This SIRC is just from Cranford Junction only. You 
would have the route up into the entire commercial zone. 

Mr. LiCHTY. Well, our service to the entire commercial zone or to the 
Chemical Coast district or anywhere beyond Philadelphia is a service 
today the same as it was prior to the creation of ConRail and that is 
normal interline routes between the case of Park Junction, the B. & O., 
and ConRail to those destinations, or from the western Maryland by 
way of Lurgan, Pa. to ConRail. And those services would remain. And 
that is our basis today for competing in the Chemical Coast market. 

Wliat I am saying is that the required train service from Philadel- 
phia to Staten Island, I don't think would be economically justified. 
That is too expensive a service to provide if all we are going to haul 
with the train is the Staten Island traffic 

Mr. MURPHY. Well obviously I have tried to make the case that you 
are hauling to Cranfoi-d Junction and the Staten Island traffic is from 
Cranford Junction only; but whatever other traffic going to the com- 
mercial zone would go to Cranford Junction. And you would have that 
as part of the overall traffic. 
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Mr. LicHTY. Well, that is a proposal or that is something to con- 
sider but there is no provision for that to date. That traffic has to go 
through Philadelphia. And we would turn it over to ConRail at Pliila- 
delphia. If they granted us trackage rights to Cranford Junction, 
there would have to be a stipulation in the grant of traffic rights as 
to the purpose that those would serve. And as you described it, service 
to Staten Island; that is all they would permit us to do, is operate 
over the ConRail Line to Cranford Junction to make a direct connec- 
tion to Staten Island. 

Tlie B. & O. has never had rates of its own to Cranford Junction or to 
Boundbrook, Mr. Chairman, in conjunction with the old Central of 
New Jersey. This was always with tlie Reading intervening between 
the B. & O. and tlie Central of New Jersey. So if we were to provide a 
service, as you described, between Park Junction and Cranford Junc- 
tion, all it would carry would be Staten Island traffic. 

Mr. MURPHY. Your responses are almost like the ones we had when 
we were doing the southern tier question. 

Mr. LiCHTY. I am not sure what you are referring to. 
Mr. MURPHY. You are just not interested in providing the service. 
Mr. LiCHTY. No, I would like to say that that was not the case during 

the southern tier negotiations: that we vigorously pursued the ques- 
tion of servicing the Chemical Coast District. Staten Island Direct, 
and the TOFC/COFC market in the New York area. That was a key 
part of our package for the acquisition of the Erie Lackawanna, 
Reading, CNJ lines. My position today is only to say that if we were 
to engage in such a service today, we would have to undertake a study 
as to what the market would be for us, what the arrangement would 
be to provide tlie service, and what the economic outlook would be for 
us to provide such a service. 

We have seen a lot of changes in the New York market since the 
creation of ConRail. And we would have to assess from a marketing 
standpoint our ability to effectively compete in that market if the 
service was provided. 

Mr. MURPHY. Ms. Mikulski. 
Ms. MIKULSKI. Mr. Lichty, what if the equalization rates that we 

are discussing were passed or established, what do you think the 
impact would be. No. 1, on the Baltimore Port; and No. 2, on the 
Chessie Railroad system serving Baltimore ? 

Mr. LiCHTY. Well, Chessie finds the TOFC/COFC market a very 
difficult one to compete in because we believe tlie rates are relatively 
low and the cost of providing that service are quite high, and the 
competition from the subsidized motor carrier is quite severe. 

So I would only see in that if there was to be an equalization, it 
would be, I am quite sure, a matter of all of the rates going to the 
New York level rather than any of the rates coming down. I would 
be very surprised if any of tlie rail carriers would be inclined to see 
a rate reduction. And so tlie equalization would no doubt come about 
by an increase to the New York level. 

Ms. MIKULSKI. I see. I have no further questions. 
Mr. MURPHY. Tliank you, Mr. Lichty, Mr. Conlin. 
Ms. MIKULSKI. Mr. Cliaiiman, I am going to have to leave. I have 

0MB in my office about my energy amendment, which would also 
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help New York as well as Baltimore. I would like to ask you, if I may, 
your intention in relation to this matter. Are you preparmg any legis- 
lation to introduce tomorrow pertaining to the ConRail authoriza- 
tion and pertaining to this equalization ? 

Mr. MuRPinr. We won't cross that bridge until we have heard all of 
the witnesses and had their recommendations. But if you are not here, 
I will be happy to watch out for the interests of the Port of Baltimore. 

Ms. MiKULSKi. Mr. Chairman, I am familiar with your gallantry. 
It is more than appreciated. My mother always told me to stay away 
from New Yorkers. 

Perhaps we can discuss later on this afternoon what your intentions 
are. Thank you very much. 

Mr. MURPHY. I am going to ask the next witnesses to come on as a 
panel: Mr. David Flint, staff assistant to the executive vice president, 
TTnited States Lines; Mr. Stuart Johnson, counsel for New York Dock 
and Brooklyn Eastern District Terminal. 

Mr. Flint, if you would sit to the left and let the Brooklyn delega- 
tion sit to the right. Mr. Johnson is accompanied by Mr. Ray Janer, 
Jr., and Mr. Frank F. Dayton. 

Mr. Flint, if you would proceed. 

STATEMENTS OP DAVID PLINT, STAFF ASSISTANT TO THE EXECU- 
TIVE VICE PRESIDENT, UNITED STATES LINES, INC., ACCOM- 
PANIED BY WILLIAM GESTAL, MANAGER, NORTH EUROPEAN 
SERVICES, FARRELL LINES; AND STUART H. JOHNSON, JR., ON 
BEHALF OF THE NEW YORK DOCK RAILWAY AND BROOKLYN 
EASTERN DISTRICT TERMINAL, ACCOMPANIED BY FRANK F. 
DAYTON, PRESIDENT AND GENERAL MANAGER, BROOKLYN 
EASTERN DISTRICT TERMINAL AND RAPHAEL J. JANER, JR., 
COUNSEL 

Mr. FLINT. Mr. Chairman, the gentleman on my right is William 
Grestal who works for the Farrell Line in the capacity of manager of 
the North European Services. 

I am here to describe the urgent need for ConRail's cooperation to 
establish an effective railroad connection to and from Howland Hook 
Terminal, competitive with New Jersey Marine Terminals, all located 
in the same port of New York Harbor. 

In 1973, U.S. Lines opted to enter into a 30-year lease with the City 
of New York, because as a successful and growing company, we needed 
larger and more modem facilities. Many facilities were available to us, 
and the reasons for our selection of Howland Hook in Staten Island 
are germane to this hearing. Germane, because we had been assured by 
both the City and State of New York, that Howland Hook would be a 
complete and viable marine terminal, competitive with the New Jersey 
marine terminals located in the same jwrt. They met their commit- 
ments in terms of money (about $75 million) as did the Federal Gov- 
ernment with their EDA public work grant of just under $6.5 million. 
About $2 million of this Federal grant was for the construction of 
the Howland Hook terminal railroad system and its connection to the 
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Staten Island Railroad Corporation. The remaining Federal grant 
was for the consti-uction of refrigerated and hazardous storage facili- 
ties and necessary rail spur to those facilities. Thus the money is spent, 
the rail system is completed, and we are without a ConRail tariff. A 
tariff providing rates and service on container traffic equal to and 
from that provided at New Jersey terminals. 

In order for the Rowland Hook Terminal rail system to bring about 
the desired results, it must have a viable service at equal rates with the 
New Jersy terminals from the two major railroads servicing the port 
area, that is, Chessie and ConRail. In light of existing legislation and 
practices, little difficultv was expected in making the necessary 
arrangements to bring this to fruition. 

However, ConRail s attitudes and policies have created major stum- 
bling blocks to this effort. Tlie major problem stems from the physical 
plant of the Chessie system and ConRail. Although ConRail can con- 
nect directly with SIRC at Cranford, N.J. junction from most all 
jmints in their system, Chessie cannot. Chessie is the parent company 
of SIRC and yet has no direct connection with their subsidiary. This 
is due to ConRail's control of about 60 miles of track from the Cnessie/ 
ConRail connection at Park Junction to Cranford, where the SIRC 
connects with ConRail. Therefore, with ConRail holding Chessie's 
missing link, they can control the destiny of their only potential com- 
petitor. A market dominance is thereby created because of the absence 
of effective competition. 

The problems created by ConRail on providing competitive con- 
tainer rates and service to and from Howland Hook are twofold. In the 
first instance, ConRail refuses to enter into joint rate arrangements 
with SIRC equal to those applicable at terminals in New Jersey served 
direct by ConRail. They have taken the position that any joint rates 
with SIRC must give tnem their existing rates to New Jersey term- 
inals as their division of revenue. The division of revenue required by 
SIRC for service between ConRail at Cranford Junction, and How- 
land Hook would be an add-on to the New Jersey rate. This unilateral 
position appears to defy the intent of legislation provided to treat all 
marine facilities equally within a port. 

ConRail refuses to recognize equalization of rates and service on 
cargo moving to and from Howland Hook when in container. How- 
ever, that same cargo moving in conventional railcars by ConRail to 
and from Howland Hook enjoys the same rates and charges as apply 
to marine terminals in New Jersey or elsewhere in the Port of New 
York. 

Since steamship intermodal containers comprise the vehicle which 
accommodates about 70 percent of the cargo moving between the inland 
point and Howland Hook, it is difficult to understand how a simple 
change of vehicle from a boxcar to an intermodal container can change 
ConRail's responsibility to maintain rate and service parity to all 
facilities within a port. 

ConRail, because of their control of trackage between Park junction 
and Cranford junction, a-nd their arrangement with Chessie for the use 
of this trackage, in effect, controls Chessie's ability to provide service. 
This trackage is the missing link to Chessie's having a direct line to 
Howland Hook and the rest of the Port of New York. At present Ches- 
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sie has a run-through arrangement with ConRail at an agreed charge 
per car. This allows Chessie to run their train with ConKail crew to 
Portside Terminal in Elizabeth, and to Cranford junction to connect 
with SIRC. Besides the present high cost per car, they are often 
delayed awaiting use of the track due to ConRail's control of the sys- 
tem. Chessie would prefer an arrangement that would give them track- 
age rights—for example, lease or purchase—in which case they would 
have equal access and control of this stretch of track. 

ConRail has had serious service problems. All of their east coast 
ramp terminals have suffered from massive congestion since October of 
last year. Embargoes were put into effect at some of their New Jersey 
ramps and have ]ust recently been canceled. It has been stated, that 
congestion was due to the longshoremen strike and the severe winter 
storms, but it appears to be an ongoing problem. This has caused diver- 
sion of cargo from New York to other ports and other railroads, 
including the Canadian gateways with resultant loss of revenues to 
both ConRail and the ocean carrier. We believe that this congestion 
would be alleviated by providing the necessary joint rates and service 
to Rowland Hook. However, their attitudes and policy strongly sug- 
gests they are more interested in establishing a monopoly situation 
than providing rail service to Rowland Hook. 

As an ocean carrier, United States Lines cannot negotiate the divi- 
sion of revenue applicable to the joint rail rates and routes comprising 
ConRail and SIRC to and from Rowland Hook. But, we can seek the 
establishment of rail rates the same as those applicable at railroad 
ramps serving other marine terminals in the Port of New York. With- 
out this parity the resulting economic damage to us could be calami- 
tous. We have attempted to achieve this equal opportunity to compete 
fairly in the international marketplace, but continue to fall short of 
our mark. After discussions with ConRail, their position opposes any 
solution that returns less revenue to them than is obtained from rates 
to New Jersey terminals. 

Rowland Hook terminal services American-flag carriers only, that 
is, United States Lines and Farrell Lines. United States Lines operate 
36 vessels, 17 of which are containerships in a number of major world 
trade routes. It is ironic that two of the largest American-flag carriers 
are faced with prejudicial rate practices, while their foreign flag com- 
petitors enjoy preferential rates from a federally funded railroad. This 
rate disparity applies also to the container marine terminal in Brook- 
lyn which services Prudential Line, another American-flag carrier. 

Until such time as a competitive railway system can be established 
at Rowland Hook, containers must continue to be drayed to and from 
the New Jersey rail ramps. This, of course, is contrary to the conserva- 
tion of energ\' that could be achieved by the reduction of truck activity 
between the New Jersey ramps and Rowland Hook. Where are the 
remedies? If the ICC proceeaings are required to make ConRail re- 
sponsive to the clear intent of Congress, ConRail's attitude will have 
been justified, as the timespan to obtain relief via these proceedings 
might well eliminate any chance for rail service to Rowland ROOK. 
Thank you. 

Mr. MURPHY. Thank you, Mr. Flint. I think I would like to hear 
from the rest of the panel and then we will go into questions. 
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STATEMENT OE STUAST H. JOHNSON 

Mr. JOHNSON. Thank you, Mr. Chairman. We are certainly grateful 
for your giving us a chance to state our concerns. The Book of Com- 
mon Prayer says: "Lord, hear our prayer," and that is what we are 
doing because ConRail won't. To my right is Mr. Frank Dayton, who 
is an operating man and president and general manager of Brooklyn 
Eastern District Terminal; and to my left is Mr. Eay Janer, who is a 
rate expert. As you know, I am only a wayfaring lawyer. We have at- 
tached a map to my statement which was originally prepared by the 
port authority [see p. 145]. And it shows basically the physical area 
we are talking about. And I think what is significant tnat has come 
out today is, well, hasn't come out today, is the fact that in no other 
port in the United States, no other city in the United States, does the 
carrier impose a surcharge for delivering cargo to its own terminal. 

ConRail now wants a surcharge to deliver equipment between, well, 
cargo between its own terminal at Kearney and its terminal at Cran- 
f ord Junction. You don't find that in Chicago, I bet you don't find it in 
Ms. Mikulski's home port of Baltimore. And I am a little troubled with 
ConBail's position in that regard. 

Now, the preliminary systems plan took a look at the float traflSc 
then in New York Harbor in 1973 and 1974, and you find the Penn 
Central floating 27,800 cars and Lehigh Valley 14,800 cars in 1973 
across the Port of New York, and the Erie Lackawanna floated 18,600 
cars in 1974. 

The Erie float traffic alone was about equivalent to what both New 
York dock and BEDT were hauling those days in total. 

All that traffic has vanished from the port: meaning the New York 
side of the port. 

Now, I think some of the statements made to you by the representa- 
tives from ConRail were not entirely accurate. ConRail wanted to 
get out of the port. Mr. Dayton in Brooklyn Eastern District Terminal 
undertook to operate Conrail Greenville piers, which the final sys- 
tem plan designated for that purpose. And both New York dock and 
BEDT offered to extend their service to the entire port, filed tariffs 
to that effect. And the business simply disappeared. 

Now, when ConRail came in on April Fool's Day 1976, or shortly 
before that, they announced that they were going to adopt all the ex- 
isting routes, rates, and tariffs with their connections except for Long 
Island Railroad, New York Dock Railway, the Brooklyn Eastern 
District Terminal, and to make things geographically representative, 
the Ann Arbor Railway, which is a waterborne operation on Lake 
Michimn. 

Mr. MURPHY. That is not exactly what they testified to today. 
Mr. JOHNSON. They did not. They did withdraw those exceptions 

after strenuous protests in which you, Mr. Chairman, were most help- 
ful. After that ConRail proceeded to publish certain tariffs which 
provide lower rates to points which it serves on the New Jersey side 
of the port than those on the New York side. And again there was a 
storm of protests and again they were ultimately withdrawn in Feb- 
ruary of 1977, 10 months after they were propounded. Meanwhile, 
business dried up during that period. Ajid as you heard from Mr. 
Gavan in the com sirup illustration, they are still doing it. 
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They keep the existing tariff on corn sirup, and Mr. Dayton and 
Mr. Janer can give yon more chapter and verse than I can, they are 
still floating at the existing tariff but they have established a lower 
tariff—rou^ly equivalent to our division to take it across the harbor 
to Brooklyn—to tneir point in Perth Amboy, N.J. And the result has 
been the decline in traffic, which has been progressive and certainly 
quite serious, which is set out in my statement here. 

Now, I put some tariffs on the back here at the urging of Mr.-Janer. 
He can explain them better to you than I can: that on paper—and this 
is tariff exhibit B [see p. 146] which involves Canadian paper, I guess 
principally newsprint. This was issued February 9, 1978, effective 
March 20—and you look at the destinations, they are all to Harlem 
River and Oak Point. And if you want to deliver paper from there, 
you have to truck it from those points to Brooklyn. They have com- 
pletely excluded both the Long Island and the Brooklyn Terminal 
Railways from paper traffic they have regularly handled in the past. 

If you look at exhibit C [see p. 148], which is an import commodity 
tariff on coffee from Mexico, you will see they say it goes to Brooklyn 
all right, and then they set down note 13, down at the bottom of the 
page, and note 13 says "will only apply when for acccmnt of the LI 
or PC." That is the Long Island and the Penn Central. And who is 
left out ? The Brooklyn Terminal Railways. In other words, they will 
deliver coffee to Long Island points but it is discriminating against 
the Brooklyn Terminal Railways in that regard. 

There is a similar tariff I believe Mr. Janer can tell you from Baie 
Comeua, which I think delivers papers to the Daily News. That is 
exhibit D [see p. 150]. It says some other point of origin (Mont Joli) 
in Canada. But again, it only goes to Harlem River and Oak Point. 
And from there on the note says that it goes beyond destination 
by truck to the New York News, Inc. press receiving facilities located 
in Brooklyn, Manhattan, and Long Island City. 

So that means it is always going to move by truck through the con- 
gested, deteriorating, polluted streets of the city of New York. 

Now, exhibit E [see p. 156] is a list of tariffs Mr. Janer supplied me 
with, 72 of them, mostly on export items, which don't include New 
York points within the port. The fact that it doesn*t apply to New 
York points appears on the explanation in the notes. Mr. Janer advises 
me that ConRail correctly says that they withdrew that overall tariff, 
but it has since provided a great many variations on the same theme, 
which basically exclude New York points within the port. 

Finally, Mr. Chairman, since memories fade, I have added the legis- 
lative history of the Murphy amendment, and its history on the floor 
when the conference committee came back, which I thought might re- 
fresh some memories around here about what the Congress was in- 
tending to do or trying to do when it set up ConRail. You know, if 
ConRail is coming in to ask for more money, the money they are re- 
questing is really to provide a service. They ought to be profitmaking 
but it ought to be profitmaking providing the service they were set 
up to provide, which they clearly are not doing in this case with very 
serious economic consequences. 

I think that is the burden of our song, Mr. Chairman. 
[Mr. Johnson's prepared statement and attachments follow:] 
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STATEMEWT OP STTJAET H. JOHNSOW, JB., ON BEHALF or NEW YOBK DOCK RAILWAT 
AND BBOOKLYN EASTEBN DISTRICT TEBMINAI. 

Mr. Chairman and members of the subcommittee, on behalf of New York Dock 
Railway and Brooklyn Eastern District Terminal, the two surviving marine 
railways In the Port of New York, I am grateful to you and to the Subcommittee 
for providing this opportunity to testify regarding our concerns about ConRail's 
request for additional federal financing. 

I am Counsel for New York Dock Railway and until 11:00 A.M. today, I was 
a Director of Brooklyn Eastern District Terminal. With me today are Mr. Frank 
F. Dayton, President and General Manager of Brooklyn Eastern District Termi- 
nal, and Mr. Raphael J. Janer, who is Vice President of Denenholz & Janer, Inc., 
Transportation and Distribution Consultants for both Brooklyn Terminal Rail- 
ways. 

In accordance with the recommendation of the USBA Final System Plan (VoL 
II, pp. 10-11), with the authority of the New York State Attorney General and 
with the approval of the Interstate Commerce Commission, New York Dock 
Railway, on September 29, 1977, acquired 86 percent of the capital stock of 
Brooklyn Eastern District Terminal in order to coordinate the management and 
operations of both railroads. 

The map, which is attached to this statement as Exhibit A, depicts the points 
we serve in the Port of New York. We now connect all New York points In the 
Harbor with railheads on the New Jersey shore. 

We are New York's remaining rail link to the States west of the Hudson 
River, and our rail marine carfloat operation across New York Harbor are 
virtually unique. 

According to the USRA Preliminary System Plan (Vol. II, p. 362) : "Penn 
Central floated 27,800 cars and Lehlgh Valley 14,800 in 1973. In 1974, the Brie 
Lackawanna floated 18,600 cars." 

All of this traffic has disappeared from the Port despite our best efforts to 
keep it. 

With the advent of ConRall two years ago, ConRail withdrew this service 
from the Port. New York Dock Railway and Brooklyn Eastern District Terminal 
undertook to assume this major service, formerly performed by the bankrupt 
line haul carriers, by filing tariffs to extend our service throughout the entire 
Port of New York, rather than the limited locations on the Brooklyn waterfront 
which we previously served. 

In addition, to enable ConRall to withdraw entirely from rail marine itera- 
tions in the Port, Brooklyn Eastern District Terminal undertook, by contact, 
to operate ConRail's Greenville Yard in New Jersey. 

Mr. Chairman, it is our hope that this Committee will require ConRail to 
provide the continued service to the Port of New York, which the Congress 
expected when it approved the USRA Final System Plan. 

In order to assure continued non-discriminatory service to the entire Port, 
Congress adopted the amendment sponsored by Congressman Murphy of New 
York to preserve the rail rate parity which has traditionally prevailed within 
the Port of New York and to require equality in rates between Ports, Section 
202(f) (3) and (4) of the 4R Act. Unfortunately, our practical experience to 
date with Conrail has not justified the high hopes we held for continued, non- 
discriminatory rail service to all parts of the Port of New York which were 
contemplated by the Final System Plan, and by the Murphy Amendment. 

Shortly after former Attorney General Nicholas Katzenbach resigned to be- 
come Under Secretary of State he was asked whether he found the State De- 
partment to be a fudge factory. "No," he replied, "it is more like a taffy-pull." 

This resembles our experience with ConRail in the two years which have 
elapsed since the conveyance date on April Fool's Day, April 1, 1976. 

Sliortly before the conveyance date, Conrail announced that it would adopt all 
existing joint routes, rates and tariffs wiUi its connections, with four exceptions: 
the Long Island Railroad, New York Dock Railway, Brooklyn Eastern Dis- 
trict Terminal and Ann Arbor Railroad. After strenuous protests, Oonrall ulti- 
mately included us in. 

Conrail then proceeded to publish certain tariffs which provided lower rates 
to points which it serves on the New Jersey side of the Port than those pre- 
vailing at New York points in the Port. These tariffs discriminated so clearly 
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against New York side of the Port that Coarail agreed to cancel them, again 
amid a storm of protest. 

Nevertheless, Conrail has persisted to this day in quietly continuing and 
publishing tariffs which are limited to points on the New Jersey side of the Port. 
Conrail has also adopted tariffs on many commodities which are landed to 
points in New York served only by Conrail or by Conrail and the Long Island 
Railroad, thereby clearly excluding the New York Terminal Railways. Exam- 
ples of such tariffs are attached as Exhibits B, C, and D. These are but instances 
of a wide range of commodity tariffs which Conrail has filed or concurred since 
the conveyance date. Finally, Conrail has adopted or established tariffs which 
would require all-Oonrail routing which would bring traffic within virtual sight 
of the Manhattan skyline, then running it up the west bank of the Hudson River 
to Selkirk Yards where it crosses the Hudson and is brought back down the 
Bast bank of the Hudson—a three hundred mile frolic and detour. 

Moreover, it has been our experience that Conrail has encouraged many of our 
customers either to relocate on the New Jersey side of the Port or to transport 
It by truck across the already congested, polluted and deteriorating streets of 
the City of New York, rather than floating it across the Hudson. 

Our experience is graphically illustrated by a decline of 50 percent in the 
revenue cars we have handled in the years 1973 through 1977. 

NYO BEOT Total 

Year: 
1973  11,629 
1974  11,380 
1975  8,377 
1976  6,443 
1977  6,084 

Reverting to my earlier "taffy-pull," we have been unable to persuade Conrail 
even to discuss potential sources of new traffic into the Port. In particular, we 
have been unable, despite repeated attempts to engage ConRail in a discussion 
of service for container traffic within the Port. This includes both exjKirt, im- 
port traffic where we can provide dockside delivery and pick up and domestic 
container traffic within the Port. 

Again, although the State of New York has already committed the 9.9 million 
to the initial phase of upgrading the Brooklyn waterfront with e view to ulti- 
mate reconstruction of the former Penn Central Bay Ridge Yards at 65th St., 
connecting with Conrail at Parkville Junction, only 3.5 miles away, Conrail has 
been unwilling to discuss a proposed overland route over Its lines via Parkville 
Junction to connect the Brooklyn waterfront with points north, including 
New England and Canada. 

Mr. Chairman, I have not begun to exhaust the litany of our problems in 
dealing with Conrail. If It is permitted to continue on its present course, the 
City and Port of New York's look will become a ghost town. Prom the declining 
traffic figures I have cited above, I think it is clear that neither we nor our 
customers will long survive if matters continue as they are at present. 

I earnestly urge that this Committee, in considering further masses of funding 
for Conrail, will make It a condition that Conrail will live up to the goals first 
established in the 3R Act and given concrete form in the USRA Final System 
Plan. 

We have done our utmost to cooperate in meeting those goals and to realize 
the promise offered by the Final System Plan which this Committee and the 
Congress have approved. 

I hope this Committee will require Oonrall to meet us at least halfway. 

17,392 29,021 
18,150 29,530 
12,526 20,903 
9.403 15,846 
8,368 14,452 
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EXHIBIT ^ 

NEW YORK HARBOR RAILROAD OPERATIONS 
Corfloot Terminals and Routes 
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EXHIBIT B 

Subject* except as otberwiae prorlded herein, to Tte t-343. 

INCIIEJkS SUPPLBffiNI 10 
TO 

CTJC(F) Ka.Z2U 

iCC.No.4n 

CANADIAJM FREIGHT ASSOCIATION 
(For Participating Carriers,  see pages 5 to 7 of Tariff) 

FREIGHT TARIFF 660-C 
Sl^>pleoientB 1,6,8,10 and the following special suppleoent contalDS all changes. 
Supplement 9 - Suspension Notice - I*S Docket 9179. 

COMPETITIVE, JOINT AND PROPORTIONAL FREIGHT TARIFF 
or BATES ai 

Aa dfvrlhM in Itoas »0 a^ 9S 
Also 

CORES, PAPER VVirJOINC, ttttunfd 
As deacribed in Itea WX) 

CABtaADS 

FROM      - TO 

STATIONS IN THK BTATES OF; 

CONffSCTICVT    nASSACNUSETTS rZllWiYLVUtlA 
IHIPTING POINTS DCLAnAaC KilCHICAN I:HO3E i£!juja 

ILLIKOIS Misseuni TEti;;jS£ES 
INDIANA NEn KAnptMinc Viii-.-.aMT 

IN KEriTUCKY NEW i£nS3Y VIRC.IUIA • 
eiAIMC MC«r vonK x.isj vinaiaM 

CASTElm CANADA UAHYLAND OK 10 
Abo 

r/isccrsiN 

DinrticT or COLORSIA 

GoTerned,   except  aa otheruLse prorLdod herein, by the Unifom ClassiTieAtion 
ani. by Bicepttons tberetD,  as aore specifically stated herein.    (See It^ 5). 

uoricE 
ThXa tariff contains ritds that are hi^er for shorter than longer distaces 

OTCr the saoe i-uute.    Such departure fron Xhe tencs of the amended Fourth Section 
of the Interst'Ste Ccmiierce Act is pendtted fay authority of InterTtate Cconerce 
Coonissian Fourth Section Orriwr^i,   ja indlerted herein. 

ISSUED FESBUARI 9.  1978                   ____^_ '=^•^'^ »^« »•  "« 
The proTisionfl published herein will,  if efXectlTe, not result in an effect en 

the qualitj of the hcaan aiyiiutiment.  

J b; P. A LAVAAUI, A<nt. CiiUaa rnv< i 

(Tariff 6&>-C)(6tX)} 
<Sinn,UOyni£AI,P.a H3C IBS 

TBTT 
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gupTLEMiiT 10 TO c.r.i. Tuurr 6«>-C 

sEcncw 3 

KIS<3LLAXKXIS lUTB 
IUt«» iA c«nta par 100 llM. 

OmCSITIIS IMD WPUCATIC* 

Hinlma 

T Turn, M •prcinad la Ila %u>. 

BrtaptonrlU*.. 

BucklnghM Jet FQ 

Op da U Madalalna.. 

DoiMCona.. .PQ 

Troia Rlvieraa ....R) 

Rarles River XT 
(Hav Tort) 

Oak Point KT 
{»n Tort) 

Harlefl River HT 
(Hew Tortc) 

Oak Poljrt. KT 
(Km Torit) 

lUrlaa Rlvar MX 
(Haw Tork) 

Oak Point HI 
(Kaw Tor*) 

Narln Rlvar NT 
(N«w Tort) 

Oak Point KT 
(New Tork) 

Harlo Uvar KI 
(Ke« Tork) 

OU Point KI 
(Hen Toit) 

Maries River KT 
(Me» Tor*) 

Oak Point. HT 
(Max Tor*) 

Harlaa River KI 
(HeM Tor*) 

Oak Point KI 
(Kaw Tot*) 

Karlaa River KI 
(Hew Tor*) 

Oak Point MI 
(Mew Toi*) 

Harlaa River MT 
(New Tork) 

Oak Point. MT 
(Mew Tortc) 

20,U) 

20,U) 

20,U> 

20, U 

10,U> 

K.U) 

2o,u> 

20,10 

20,10 

20,10 

20,10 

20,10 

90,10 

23,10 

30,10 

20,10 

20,10 

Ul 

lU 

•CS)U1 

•(S>ui 

•(S)ui 

lU 

Ul 

«(S}iu 

•(23 iM 

•(H) lu 

•(H) ill 

•(S)iu 

•QDui 

•(5Diu 

•(S)iu 

•CSDui 

•CS}iu 

S5»7 

5597 

sm, coo 
Sin, aao 

svn, aao 

an, a6io 

3597 

:59}, S610 

S593, SilO 

5593, SS97, 
5610 
5593, 5597, 
S610 

5593. 5597, 
StlO 
5593, S5»7, 
S610 

5593, 5597, 
5610 
5593.   5597, 
5610 

S593, 5610 

5593, 5610 

Mote;- Mot eubject to ujUoullnc or dallv»nr aUowwwa,  nor atop-off to ccaiplete loading or to 
partlaUr unload. 

ExpuHAncw cr Rfnaoicg HARK5 ugu a THIS suFPiamiT 

Reference 
Mark Caplanatlno 

Increase* 
laaued u> Met Motor l^uek Co^ietltiooi will not apply froa intermediate polnU In Canada. 
Provlalom of Itaa 55 wlU only appl^ rla Itauaaa Point, KT, Ol, Schcne«t«dp, KI, CM 

(through SelklT*, Hudaon and TarnrtoHi, MT).    TU aU other routoa, the fa-ovlalona of 
lleo 65 will not applp.  

SS.04S O - 7B - 11 
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EXHIBIT C 

PriOl^rT T(l ITPJ X-3<JTJTLiriUTJTE EXTkKT IMDICATFD TlimPlK. 
Trris suFPi.fMt'rr CONTAINS ALL RATES AND PMARGEX FROVIDED BY THIS lARirr IN OTECI OM THL 
EFFFCTIVE: riATf MERtOF. 

SUPPLEMENT 

CTC(F)   1018 ICC 5248 
SUPPLEMENT 38 

TO 
SOUTHWESTERN LINES FREIGHT TARIFF 277-0 

SoBlhwciterB Frelibl Bureau, At>at 

Ctncelk ^pplrnients 4 and 29 
Supplements 28, 32, 34, 37, 38 •fid the followini tpecUl tupplemenis contain all changct. 
Surrlrment 19 - Canc'rllBtlon of routine between the LN vul ICG. 
SJI f lemenl 17 - Ctncellitlon o( roullnf via the CAGY and ICC. 
£j:pleinent 33 - SubftlKutlon of [niefchanne point between ATSF and LA- /:. 

LOCAL, JOINT AND PROPORTIONAL IMPORT ALL-RAIL I^TEb 

/I/    '•• 
COMMODITIES | "       .1*7      .-   /> 

OK SHIPMENTS IMPORTED FROM MEXICO 
.^ 

1^ 

TEXAS 
RIO GRANDE CROSSINGS, Via.: 

BROVnSVILLB LAREDO 
EAGLE PASS PRESIDIO 
EL PASO RIO GRANDE CITY 
HIDALGO 

ALSO 
ALPINE, TX MARATHON, TX 
ASHLEY. TX HARFA, TX 
BUHSEN,  TX PLANEPORT, TX 
DEL RIO, TX TOBIN, TX 
FT BLISS, TX 

ALABAMA 
ARKANSAS 
COLORADO 
CONSFCTICUT 
DELAWARE 
FLORIDA 
GEORGIA 
ILLINOIS 
INDIANA 
lO-.VA 
KANSAS 
KENTUCKY 
MAINE 

MARYLAND 
MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 
MISSOURI 
NEBRASKA 
NEH HAMPSHIRE 
HEV. JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 

NORTH DAKOTA 
OHIO 
OKLAHOMA 
PENNSYLVANIA 
RHODE ISLANT) 
SOlTH CAROLINA 
SOITH DAKOTA 
TENNESSEE 
VERMO^•T 
VIRGINIA 
RTST VIRGINIA 
WISCONSIN 
WYOMING 

CANADA, VIZ.;   NOVA SCOTIA. ONTARIO AND OL'EBEC 

Also returned ahlpmem of PeantitB, aa described In Items   310, 313. 

ThiBTuUf does not apply on Intrastale Trairic. 

MEXICO IMPORT COMMODITY TARIFF 

s?>Ti?0 
Th^ provlhlons published htiein «lll. If effortlvii.nni iisuH In an rlfoct fn the quft'ii^ of the human emuonaenl. 
RLIC 3 (ei   u( Tatiri Cirrui^ ^aiied.   ICC Penni'v^ion Tt-SbOi, mireii'liU. 

ISSUED FEBRUARY 3,1978 EFFECTIVE MARCH 20.1978 

ISSUED BY 
C. M. IIERZBERC, Tariff Pubhtklng Officer 

lOU LOCUST STREET 
ST   LOUIS, MO   UlOl 
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COLIMK  1  -  MlB *t  75.000 IM. dS £11' 
Uiioie 1) 

COLUHK 2 - mn »t 80.000 ]t>c. (Si'E3> 
(Kotr 11) 

NOTt 1   - Appltpi. via  t)i« (oUo«l^ 
routes trv ibr Cairo,Chicago. 
Caat  St  luols.rilnton.-niebwa.IL 
and  St  LOlllK,^0-Cat(^«aFB.thcnc* 
via  routine  lutbor  z«d  In  It*» 
11000: 

(a) Ifhcn to Sunburj and Toledo, 
OH,«ia rootvB in lira 
1382. 

(b) Vhcn to Detroit,Ml.via 
route!  10  ItcB 1381. 

ROTE 2 - AppliB* as (ollora;   (Mote 3) 
(a) Via  route* in Iifeo 1384 to 

the  Chicago,East  St  Loul*. 
riintoa and Tbebts.IL and 
St  Loul«,W,Cate«aya,tb«Dc* 
via routing autliorixrd In 
lte« 11000. 

(b) Via  route* la Ilr* 1384 to 
the Meiiiphlk,'ni,Vlckbburgt 
H5 and Ne« Orleans.U.Ctt*- 
cays.thODCC via  routine 
autborized In SfTB Frelfbt 
Tariff  985-A,ICC  5-73«i 
Also via Route 422S. 

Xt'hU-)   (Xote 8) 
Pichnsvllle 
BunM'd   0<ote 8} 
laglc  Pas* 
£1  Paso 
n  Bll»*  Qlote 8) 
HldJlpo 
La redo 
Plancport 

(Note 8) 
Presidio 
Rio Grandt Cltf 
Tobln (Kote 8) 

Brooklyn (Kote 6) 

ClnclDoatl   (Xote 2) 
 OH 

[>elalr   (Hole   11)   .K.) 
Detroit   (Votes 1 

and 4) MI 
rreohold  (Kote 11) 
 gj 

Koboken (Xote  ID.KJ 

Jersey City 
Qlote 11)   •   .   .   .KJ 

Kmark   (Kote   11)   .HJ 

New York  (Vot<> (•} .KV 

Port Keaark Elias- 
>vth   Qlote 11).   .KJ 

Sunbury   (Kote  1)   .OH 
Toledo  (Hote 1).   .OH 

(>ote 13) 

e3i9 
OCote 9) 

^318 
(Xote 9)I 

^319 
(Kotes 9 

anci ) 
f319 

Qlote ?' 

OTt  3  - When  for arrount   of Ui.illl  apply  only vjn  routes  In  Uea 1384   to  the  Cast  St  Loalt.IL, 
MeMpblB.TII and K«« Orleans.LA,Cateva)'S.thence via Route &3S0. 

KOTX 4 - Appli«tf via routed in llei* 1381   to the 9>r« Orleans.U.Cate«ay,thence via routes In ItCB 
11850 to satewsys oaaed therein,thence via routine authorized In Itea 11000.   (Hote S) 

NOTS 5 - Vhen tor account ot Southern Ralleay Systea,applies vis routes In Itea 1381  to the 
%vw Orleans,LA,Cateeay,thence only via Rout* 12905 to ClDClnastl,OII,Catc«ay,thence via roullns 
authorized  in  Iten  IIOOO. 

lOTt>-'^pUcs  as  lollo, t:   (RotP   12) 
—flT Via routes »ho«n In Itea 1385 to Cairo.Chlcaco,East  SI  L-^uii.Hinton T^tl•^••   II   and 

St  Louis,W.Catoays,thence  via  routlm;  authorized  In  Ilcn  11000. 
(b)   VIA riTuteS Shown In Itea 1365 to Xc» Orluana.LA,Catreay,thence via routes in Itea 11S30 

(Note 7)   to the gatf«ay« »hoan therein.tbeoce via routing authorized In Itea 11000. 

nan 7 - 
(a) Vhen  In conr<ectlon with  the  Southern Railway  Syslea.elll  only  apple via  Route  12985 to 

the Cincinnati,OH and Potocac Yard,VA,(;atnays.tbcnc* via  roullnc authorised In lien 
11000. 

(b) When in connection alth the L)> olll  only npply via Route 5350 to the Cincinnati,OH. 
(Uteeay,thence via routlAR auiboriaed lu He* 11000. 

KOTZ 8 - Applies via sane   routes tuthurUed troa El Paso.TX,on the SP, 

KOTt  9 -  Rates do not   apply  In cun.ierllun «ilh  the  LI. 

NOTE 10 - Rales do not  Apply tn coniiwrtlon lUh the R, 

Wm 11  - Applies as folios, 
(a) Via routes as shuin  in Itea 1383 lo Cairo.CblcjRi'.E.ist   Si   Louis.Tllnton,ThcbcS. IL and 

St   UxilSi^^>C>te«ay«.thence via routinR auihunred In  Itc« HOOO. 
(b) Via routes as shoen In Itea 1383 to Kansas City,^D,Cat<>*av,thence via roulvs In Itea 

12000 to gatvasys naacrd therein,thence beyond vis routins authttriiied in Itcs 11000. 

' Applies only in ro«UM^ilon «ltb Coluan 1  rates. 

: Vill onlj apply vbes for acrouitl of the U or PC. 

For Eaplanaltoa of hrferaarv Harks.Bw« ronclwdimt fogn* nf  this supplearnl. 
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EXHIBIT D 

Subject, Btcapt aa othentlaa prorldeil herein, to Item X-%'), 

I CHANSE 
BEaKTIDN TO 

ljCC.N8.4n 

.CANADIAN FREIGHT ASSOCIATION 
* (For Participating Carriers, eee pagea 5 to 7 of Tariff) 

FREIGHT TARIFF 660-© 
\ Suppleaenta 1 ami 2 contain all changes. 

OF RATS (H 

As deacribed in Itema JOO and 905 

ALSO f'^ 
CORES, PfiPin lVtr:3:r!G, Rctarr-id 

As deacribed in Ita <)lfiO 
t3 V    '?^ 

FROM TO 

STATIONS IN THE STATES OF: 

corifscTieuT n/ltrftCKUSETTS p=r:r;ors.vAMia 
$HI?PINS POINTS KLn'.T"..':5 r.iicijisAn r.::coz tzi£:iO 

liLtrjocs r?cccc!*'n) •:z:":z'-zz 
irjas.o.rjA C:!-17 [«U-.:?CHIKE VZ-.T.ZtiJ 

m r.criTucKV t::-v.v /En;2v VtnSI.MJfl 
MfliKS t:=o VOKX rnioT vt.';Gieiu 

EASTCrtN CAtlAOA MAnVtAMO CilSO 
Abo 

mzcQKSia 

c lOTnlST C7 COUiSOJA 

Governed,  except as otbemise provided herein, by the Unirozm ClassificAtion 
and by Exceptions thereto, as more opccifically stated herein.    (See Iten 5), 

UUi'lCE 
This tariff contains rates thnt ore hic^cr for shorter than longer distances 

over the same route.    Such departure from .the terms of the amended Fourth Section 
of the Interstate Commerce Act is permitted by authority of Interstate Cce=nerc« 
Cooanission Fourth Section Orders,  gpindJFBted herein. 
T^qirFD NDVEfHEH ID. 1977 , EFFg:TIVE_JAtgi&B3Llj_197e 
ISSUED HOVr^ttttit ±u, XYff  (Except as othei^wiiie^ pi^WdliU fh-fein) 

I The provisions published herein w.11, if effective, not result IA on effect en 
the quality of the hunan environment.  

laiM^byP.J.UVAUic,A|m^CuwdMFf«cbtA»ocuim,ll63St AiitaM8w»t,M0KTREAlsrj^^  H3C 103 

(TariXf 66O-C)(60O) (f^rinted in Can«U} m 
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summon STO C.P.A. nnirr vo-e 

Hixiujuianus lUTts 
Rat«s ID CMIIB per lOO ilM,. except M noted 

Xtca Coanodltr ami ApfilLection 

95J« Pkpor, Kmfsprljit, fi» spccl/lod In lie* y)?.   Carloads.           (STCC 26-2U'lj) 

Nlnlnn Mieht UO.OOO lb*,  tn cars over J.2 fed In langth, but not exceeding i2 feel In 
length, Inside MosureMnt.    (s«e Exception)                                     , 

Bxeeptioni- Vhcn eiira ea dc3<Tibc<l in thU ittm ere loaded vith large >Lie ncnprlnt peper 
rolls  (»ri«JU> ranjjlnc fro« "^ inehfro to 98 Inches) end consL^wd to destinetlorts 
naand heroin for -loUTcry to the Hew lork Mom Inc. Press locited In Long Islend 
City, H.T., e.aual wcii^.t will apply but not less than 115,000 lbs. per car. 
Such traffic Bhall n«it exceed five (5) percent of the annuel mlvm* detcrlbed 
In Mote 1 of Ite« 95>6. 

Sal>J«H to It« 955*« 

tAtes In cents per ton of 2.000 lbs.                                    (K->e913} 

h-» To Rate Route 
y-r.i Ml n 
r..'. Jon PQ 

ttwlc-River (Hew fork) Vt 
n.ik rv.int (How fork) nr 

©laoo 
Soieoo 

S6l6 
S6l6 

Mot eubjQCt to unloading or dellverjr allowance nor subject to stop-off to coiqilete loading or 
to partially uraood. 

Subject to Itco [^ Clntcr««JUto Destination Rule). 

Proportional rates eppllcabla only on Waffle originating «t Bale Coe«au,  PQ for furtherance 
beyond destination by truck to Hew Yerk Kws Inc.  Press rocelvlng facilities located at 
Brooklyn. K.f.. Manhattan, H.T. end tong Island City, M.Y. 

Return of Cores 

(A)    The rate provided herein will Incltode the return of ccH-es,  paper winding, old or reused^ 
Iron or steel or eosipr«;Sse'J paper or pulp with or without metal ends bare cr wowd froa 
polnu nsMd in this itea as destination points to stations from which rate la published. 

(1)' That each bUl of Isding and shipping order shall bear on Its face a certUicate in the 
for« showti below which must be signed hy the shipper or Ita sgent. 

(C)    Applicable only In railroad «»ui|»cnt retun>lng to point of origin via rdrerse route. 
Inbound cars nust be unloaded end reloaded with cores, paper winding, old or reused, 
iron or steel or caeFrcuacd paper or pulp with or without a«tal ends bare or wound fro« 
points naewd in this Item as destinatiui. points to station fro* tihleh rate la published 
without addltloAal switching. 

CDtnnCATB 

This is to certify Uui th* cores, paper winding, old or rsuswl, ijon or stMl or ooavreMed 
paper or pulp with or without ^etal enda, here or wound retumod in thla car ware received 
bgr railroad freight scrrlce with newsprint paper. 

For uplaiutlon of r«fer«ne« wrka, tee concluding psge of thli mpplfaant* 



152 

5C96G-3 
51J4C-A 
sroc-c 
5i9ac-a 

52980-S 
.4«770-a 
t8825-A 
49000-A 

49014 
49S20-A 
49940-A 
49970-A 

49980 

5COiO-A 
30U0-A 

5O20O*A 

5033Q-A 
50540-C 

50660-a 
51220-B 
51240-A 

51241-B 
51265 
51430 
51800 
51S41-A 
51930 
519(;0-B 

52060-A 
52KiO-B 
52230-A 
52231 

52540-A 

52730-A 

Focdatuff*,  Canie'l,   Preserved or ?rc7«r«d 
Agricultural   In:>Ic3crt«  an£  T'.ri» 
Agricultural   Icpli.' zr>Zf  and   T^rts 
Grading And  RoJd  >'.dkir.^  Ir.n!c<t.iti 
Mou<-cnold Products »nd 2claceti  Articles 
Crushers,  Scone;   Screcnirj r-T-^'-es 
Preiics,  y^tal  Drcwlr.^,   £  tc-.il.r'..   Forging 
Piercing or  Sca-rplr.^,  or Pares ll.creof 
Cocco::teH,   Sr/bcdn,   Lccic:.;n   Oil  and  Oil   Foots 
Barrels, Wooden,  Ti^hc,  Old,  NOIBX 
Batteries,   Dry Cell,   Not   Spent 
Boards,   Building,  Uall or  Insulatinj,  Fibre- 
Board or  Pulpbi^^rd 
Boilers,  Heating or  Poc<er 
Cheese,   Including Cheese Food 
Compounds,   Bttffing  and   Polishin*,   K0T3N 
Cc^pounds,   Industrial  Process, Water Treating, 
Ll<;uid and/or Dry 
Compound,   Lir.uid  Water-Prooflr~   and  Harder.lr.g, 
Consisting  of   Kot   Less  Than  6ci Asphalt 
Containers,  Cr-pty 
Crushers,  Coal or Ore, and Crusher Parts, 
Coal  or  Ore 
Cylinders,   Steel,   for Shipping Air,  Cases or 
Liquids  L'nder  Pressure 
SodiuB Phosphate;   Calciua Phosphate and 
Dl-Calciuia  Phoiph-ite 
Dressing or Blacking,   Shoe or Leather,   OT Belt 
Butter Crease,  Butter  Oil  or Chee,  Butter Fat 
or Cream,  Frozen,  Butter 
Foodstuffs 
Hair,   Cattle,  Coat,  Kog or Horse 
Rides,  Pcltn  or  S'<<ins or Pieces  Thereof,  also 
Splits,   Cattle,   Calf,   Coat,   \ioz,   Korse,   Mule 
or Sheep,  Green,  Crten Salted  or Pickled 
Rides,   Pelts or Skins 
Rides,   Pelts  or Slcins 
Iron or Steel  Belt  Lacing 
Newspaper Supplements;   K'»ra»li"'3 or Periodicals 
Air Coolars,  V;ith or Without Air  Filters 
Kachinery,   Electric Hoisting an-l Parts 
Machinery and K^chines:   Paper Ilaking or Pulp 
Making 
Kachinery and Tools 
Kctal   Rollins y.ill  >',achlnery and  Parts 
Kachinery,   Sugar Kill 
Machinery,   Viz.:   Su-ar Kill  Rolls,  Reshelled; 
Suc^r  Mill   Roll   Shells 
Keats,  Fresh,  Cooked,   Cured,   Dried;  Sausage 
Casings,  Salted;   Poultry and  Parts,  Dressed, 
Frozen 
Milk Food.  Liquid 
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52761        Hilk SoUds, Powftpred or FUkcO; MIU, 
Condensed or Evaporaicd 

53250        Explosives, Cupn,  niastlnc or El<rctrlc 
BlAscing, High I^xplotivcs; Foutlcr, Block 
and Low Explosives 

53260        Petroleum Base Detergenc Intcrpedistes 
S^09^-A      Scrap, Iron or Steel, Not Copper Clad 
5A710-A      Syrup, Corn, Unpjxcd (glucose) 
S5470        Entwines and Switch Boards Coobined also 

Generators and/or Parts 
55500        Zinc Concentrates in Bulk in Open Top Cars 
485*8        Automobile Parts 
49012        Boilers, Heating or Power or Farts Thereof 
50060        Residues, Copper 
50I0S        Sugar, Sorghum tirain & Sugar, Corn 
50430 Elevators or Conveyors and Parts Thereof 
50650        Baby Foods, Canned or Preserved 
50710        Sugar, Sorghum Grain and Sugar, Corn 
50680        Class, Flat, NOIBN A 
51272        Hides, Pelts or Skins 
51350        Hydrol (Corn Sugar Final >iol.isscs). In Bulk 
51404        Insecticides or Fungicides, Agricultural, 

NOIBN, and Weed Killing Acids 
51425        Insulators, Electric Wire 
51620        Latex, Natural and Synthetic 
51640        Latex, Synthetic 
51675        Foundry Kouldlng flachinc.ry 
52470        Building, Paving or Roofing Materials 
52850        Molasses, Beet Sugar Final 
53002        Lecithin Oil Concentrate, Crude 
53360        Blended Gasoline and Petroleum or Petroleum 

Products 
53680        Potassium Pcrmnnganate 
53770        Pulpboard, NOIBN, Paper or Pulp 
53860        Rayon Staple Fibre, Synthetic Staple Fibre, 

Class Fibre Rovings or Strand 
54650        Sugar, Sorghum Grain; Sugar, Corn 
54712        Syrup, Corn, I'ninixcd 
54714        Syrup, Corn, Unnixed 
55110        Trailers, Farm or Freigbc 
55540        Zinc or Zinc Alloy Plate, Sheet or Strip, NOIBN; 

also Zinc or Zinc Alloy Blanks or Stanpings, 
NOIBN, Flat 
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Expi^NATiON or :;oTcs 
*    Postponed to Novesiter 6, 1976 

A    When to New York, KY for account of the PC, applies only to Port N'v.irk- 
Elizabeth Port Authority Karlne Tcm.lnal, XJ and to Weehawken, :-J t !icn 
lnterch*inge of lading with water carrier* It effected In the rail car 
at Vechawken, KJ, 

B    Uhen for account of the CCJ to Xew York, NY, applies onlj to Port Kewark- 
Clizabeth Port Authority y^arine Terminal, KJ. 

C    When for account of ConRatl, rate will only apply to Port Xcwark-Elizabeth 
Port Authority N.arlne Tensinal, NJ. 

D    When to New York, NY, rate for account of the PC Is to apply oaly to Port 
Newark-Elizabeth Port Authority I'^rine Ter~.inal, KJ, 

E    When for account of PC will only apply to Port Kevark In connection with 
Port Newark-Elizabeth Port Authority ttarine Terrlnal, NJ. 

F    When to J>w York, KY, for account of PC and CXJ to apply only to Port 
Newark-Elizabeth Port Authority Karine Terdnal, NJ. 

C,   Will not apply for the account of the EL. 

H    For the account of the B&O, PC and CN'J rates will only apply to Port 
Newark-Elizabeth Port Authority h'^rinc Terminal, KJ. 

I    Rates apply only to Port Ncwark-El izaheth Port Authority Marine Icic-inal, 
NJ anU for account of EL or PC to Kcebawken, NJ when interchar^^rc of ladtn); 
with the water carrier Is effected in the rail car at Wechawkcn, L'J. 

J    Rates apply only to Port Newark-Elizabeth Port Authority ^'^rInc Icrr^nnl, 
NJ and Military Ocean Terminal, Bayonnc, KJ and also when ior .icco>ii:t of 
the PC to Weehawken, NJ when interchani;o of lading with the water carrier 
is effected in the rail car at Weehawken, NJ. 

K    Applies only to Port Newark-Elizabeth Port Authority Harine Tcr-Inal, KJ. 

L    This item does not list New York, NY as a rate base, instead It lists 
El Izahcthport; Port Newark and Weehawken. V.'hen to Wceh>iwken, f.^r account 
of EL or PC applies only when interchange of lading with water carrier is 
effected in the rail car. 

M    When for account of EL, applies only to Port Keuark-Elizabrrh Port 
Authority Karine Teminal, XJ. 
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EXPUXATIOK 0" SOTES 

Rates to Kc« York, M', apply only to Port Ncwark-EHrobcth Port Authority 
Marine Terminal, NJ and lo '..'eenawkcn, NJ when interchange of lading with 

water carriers is effected in the rail car at t'-'eehawken, NJ. 

When to New York, NY, for account of the EL or PC rates will apply only 

to Port Kewark-Eliiabeth Port Authority Xarine Terr.inal, NJ. 

For account of the CNJ the rates apply only vhen tran«fer of lading to or 

from water carrier is effected In direct rail service. 

When for account of the EL or PCR, applies only to Wechawkcn, NJ Klicn 

interchange of lading with the water carrier is effected in the rail car. 

Rates apply only to Elizabeth; Port Newark-Elirabeth Port Authority I'-arine 

Terminal, Weehawken, and Edgcwater, NJ. 

Rates will not apply for account of the CNJ and LV to New York Lii;htcrage 

Points, 

Rate to New York, KY will only apply when traffic is routed through Port 

Nuuark-EUzabeth Port Authority Marine Terminal, NJ. 

Column 1 rate will not apply for account of the EL and for account of the 

CNJ, LV and PC, applied to Port Nevark-Elizabcth Port Authority ''.arine 
Terainal, NJ, 

Rates will also apply via ?CN to Wcchawken, NJ when interchange of lading 

with the water carrier is effected in the rail car. 

The rate to New York, NY will only apply when traffic is routed ihrcugh 

Port Nevrark-El irabeth Port Authority Marine Terminal, NJ, when tor account 

of the CNJ, EL, LV or PC. 

When to New York, NY rates for account of the EL and PC apply only to 

Port Newark-Elizabeth Port Authority Marine Terminal, NJ and to WvJiawkcn, 
NJ when inicrchanf'.e of lading with water carriers is effected in ihe rail 

car at Weehauken, NJ, 

When to New York, NY rates for account of CNJ will not apply to i.'tj^-' Vork 

Lighterage Points, NY. 

Applicable only when interchange of lading with water carriers is effected 

in rail car at Weehawkcn, NJ. 

This itctr does not list New York, NY as a rate basis, instead it lists 

Ellzabcthport; Port Newark-Elizabeth; and Weehawken, NJ, 

AA   Win not fipply for account of PC. 
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EXHIBIT E 

AMENDMENT OFFEBED BY MB. MUBPHY OF NEW YOBK 

Mr. MuBPHY of New York. Mr. Chairman, I offer an amendment. 
The Clerk read as follows: 
"Amendment offered by Mr. Murphy of New York: At page 187, line 18, after 

the word 'between' Insert the words 'and within'." 
(Mr. MuBPHY of New York asked and was given permission to revise and ex- 

tend his remarks.) 
Mr. MuBPHY of New York. Mr. Chairman, the amendment I propose would 

preserve existing authority of the Interstate Commerce Commission to maintain- 
rail freight rate parity within ports of the United States. Historically, parity 
has prevailed because the railroads have quoted joint rates to and from ports 
and they have absorbed In the joint rates terminal and switching costs in ship- 
ping rail freight from its jKiint of origin or delivering rail freight to its particu- 
lar destination within the port. 

In the port of New York, the Hudson River makes rail marine service a neces- 
sity to connect the New York side of the port with the railheads of the line-haul 
carriers on the New Jersey shore. 

As the USEA Final System Plan recognizes—volume II, page 10: 
"New York Harbor is the only port on the Eastern seaboard where, because of 

a lack of direct rail access, car-float operations are required to serve docks and 
other locations." 

Moreover, USRA has stated In its preliminary system plan—page 360: 
"Traditionally rates to the greater New York area have been equalized. This 

equalization was predicted on a premise that New York City and the Eastern 
New Jersey shoreline were integral parts of a single economic entity." 

Indeed, the USEA final system plan—volume II, page 246—acknowledges testi- 
mony that a surcharge on rail carfloat operations in New York Harbor "could 
ruin New York as a port city." 

Mr. Speaker, I offer this amendment to protect the port of New York from 
such ruin by preserving the authority of the Interstate Commerce Commission to 
maintain rail freight parity within the port. 

Mr. Speaker, I am not alone in my concern. A Joint Agency Committee, con- 
sisting of all the public agencies concerned with rail freight transportation in 
the port of New York, has submitted a comprehensive report on New York 
Harbor railroad operations. In its report the committee stated: 

"• * • it Is essential that surcharges not be imposed which would have the 
adverse effect of discriminating against the New York side of the bl-State Port. 
Such a system would place the City of New York in a serious position vis-a-vis 
competition with other Port areas, and should be avoided at all costs. 

"In the Port of New York, the orderly development of commerce and industry 
and the protection and preservation of existing manufacturing, commercial and 
rail facilities require the maintenance of the rate parity system. • » » 

"This equalization must be maintained. The Interstate Commerce C-ommlsslon 
and the Courts have on numerous occasions recognized the single entity con- 
cept and in reliance thereon, the City of New York, the Port Authority and ex- 
tensive private business and commercial interests have made large investments 
In port facilities that need to be protected and fostered." 

Mr. Speaker, New York needs all the help it can get. Its commerce and in- 
dustry should certainly not be subjected to a rail freight rate surcharge. To 
protect against any such surcharge I offer this amendment, and I earnestly hope 
my colleagues will support it. 

The CHAIBMAN. The question is on the amendment offered by the gentleman 
from New York (Mr. Murphy). 

The amendment was agreed to. 
Mr. YOUNG of Texas. Mr. Speaker, the language that was adopted by the 

subcommittee and by the full committee and agreed to in conference should read 
as follows: 

"Notwithstanding any other provisions of this act the authority and respon- 
sibility of the Commission to guarantee the equalization of rates between ports 
and within ports where outstanding orders of the Commission have been issued 
shall remain intact." 
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Mr. STAOOEBS. Mr. Speaker, I would agree with the gentleman, and I will say 
that we hope to attach that to the Senate resolution when It comes out. 

Mr. YouNO of Texas. Mr. Speaker, will the gentleman yield further? 
Mr. STAGOEBS. I yield to the gentleman from Texas (Mr. Young). 
Mr. YOUNG of Texas. I thank the gentleman for yielding. 
Mr. Speaker, the text of the conference report, on page 123, in the middle of 

the page, "Conference substitute," should read as follows: 

"Conference Substitute 

"The conference substitute follows the Senate bill and in addition provides 
that nothing in this section shall be construed to affect the existing law or the 
authority of the Commission with respect to rate relationships between parts 
or its authority and responsibility to guarantee rate equalization between ports 
or within the same port." 

That is the corrected version. 
Mr. STAGGEB8. I thank the gentleman for his statement. That is what was in 

the bill as it came out of the committee. 

Mr. MURPHY. DO you think ConRail's growing pains in assuming 
these seven different lines and taking their tariffs and administrations 
and trackage is responsible for this situation in New York, it being 
a question of inadvertence; or do you think it is advertence on the part 
of ConRail? 

Mr. JOHNSON. I think when they start excluding the Brooklyn 
waterfront from tariffs for traffic destined for Brooklyn, clearly the 
intent is discriminatory. Some of it may be just the clumsiness of a 
pitiful, helpless giant, but not all. I quoted Mr. Katzenbach's state- 
ment in my prepared statement, talking about the State Department. 
Somebody asked him: "Is it really a fudge factory?" And he said, 
"No, it is more like a taffy-pull. You can't get anybody to talk to. And 
being a monopoly, ConRail can ignore what you say." 

We have made repeated requests for an overland service into Brook- 
lyn to establish tariffs and for all kinds of things. And it is like throw- 
ing a stone into a pond: There are no ripples. 

Mr. MURPHY. Yes. 
Mr. JOHNSON. They are very imresponsive, if not totally 

discriminatory. 
Mr. MURPHY. What is the answer ? 
Mr. JOHNSON. My suggestion, Mr. Chairman, since Chairman 

O'Neal told you that the ICC felt no impulse to act imless somebody 
screamed to them, that perhaps an amendment might be engrafted 
onto this authorization saying it shall be unlawful to discriminate in 
rail rates between and within ports in a given region, at least in the 
Northeast region, which is already defined in the 3R Act. 

Mr. McTiPHY. Well, I thought we had in effect done that. 
Mr. JOHNSON. Well, Chairman O'Neal was worried about the lan- 

guage. You remember the Murphy amendment was attached to a series 
of ratemaking amendments to the 4R Act. And it says that nothing in 
these amendmefits shall be construed to affect the authority or re- 
sponsibility of the Commission to guarantee equalization of rates with- 
in a port. Well, the Commission isn't so sure that it ever had that re- 
sponsibility, although it has exercised it in the past. 

If you made it unlawful, I don't think they could forget about it 
quite so readily. And it would give us a clearer mandate. 

Mr. MURPHY. And it would be clearly germane to the authorization 
bill? 



Mr. JOHNSON. Sure. Because if you are going to put up some money, 
you are not going to put up money to subsidize discriminatory service. 

I am reminded, Mr. Chairman, that Mr. Janer did protest some of 
these discriminatory rates. When was that? 

Mr. JANER. In December 1977 on the rate from Baic Comeau to 
Harlem River and Oak Point. It became effective January 1st. And 
on behalf of Brooklyn Eastern District Terminal and New York 
Dock I filed a petition for suspension of those rates which was denied 
and the rates become effective. 

Mr. JOHNSON. The Commission can suspend rates for 
investigation. 

Mr. MuRPHT. It can suspend rates for a number of reasons. 
Mr. JOHNSON. It is like using a flyswatter to hit a bunch of jelly- 

beans. 
Mr. MuKPHY. What effect would that amendment have if the Chessie 

System had service into the city ? 
Mr. JOHNSON. I don't know, Mr. Chairman. 
Mr. MURPHY. Wouldn't it only affect ConRail? 
Mr.   JOHNSON. Not if it was phrased in terms of tariffs generally. 
But who says ConRail can't do it ? That might give Chessie an ex- 

cuse to come in and give us some competition in there. 
Mr. MURPHY. In furtherance of the intent of the 3R Act? 
Mr. JOHNSON. Which says competition should be one of the goals 

and also says no pollution and no wasted energy, no congestion in the 
streets, and for preserving patterns of service by rail. And it would 
all be totally germane to the goals stated in section 206 of the 3R Act. 

Mr. MURPHY. Mr. Flint, I found your testimony fascinating in that 
inadvertently we find the American-flag companies once again being 
discriminated against. 

Mr. FLINT. We seem to be the bad guys. And I don't really know 
why. 

Mr. MURPHY. We ought to take cargo preference and move shore. 
Maybe we would do a little better onshore than offshore. 

^r. FuNT. All I know is drayage rates over in New Jersey run 
about $21 a container and for us to get to the New Jersey ramps can 
run as high as $122 or $125. That is quite a tourfi way to compete. 

Mr. MURPHY. Well, with the testimony of the Chessie witnesses it 
would seem to me that their direct rail line was right up to SIRC 
through Cranford Junction and, of course, right on down to Philadel- 
phia. And the 8,000 boxes of Howland Hook, it said, wasn't a big 
enough base for them. 

Mr. FLINT. Well, that I can't understand because Chessie is very 
much interested in minibridge traffic and  

Mr. MURPHY. I notice they didn't hang around to hear the questions. 
Mr. FLINT [continuing]. And minibridge traffic moves in great vol- 

ume. In fact, another thing that disturbs me is we sit here and we dis- 
cuss port equalization, equalization within ports. And if you would 
observe the divisions accruing to the railroads on minibridge rates, the 
rail divisions of revenue are the same from all the west coast ports 
to Jacksonville and all the way up as far as Boston. And all railroads 
east of Chicago, east of the river get about 32i/^ percent of that. And 
those volume divisions are really at a depressed level. They are at a 
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level of about $960 per container, all the way from Seattle, PortlaJid, 
and Frisco and all the way into Boston. And 32i/^ percent of that is a 
lot less than the otherwise local rates out of Chicago and East St. 
Louis and all of these very important points. 

Mr. Chairman, our ramp goes into eflfect, well, into effective opera- 
tion hopefully this week. We are going to run a test car over the spur 
tomorrow; is that correct? And we've got everything ready but we 
just don't seem to have any railroads that want to connect with our 
ramp. And this is rather disturbing. Even if we were to have Chessie's 
agreement to come in, and I thought I had it, bv the way until I sat 
here and listened to Mr. Lichty, we are only talking about a limited 
number of hinterland points, perhaps 12 or 15 where they are con- 
cerned and where the N&W is concerned as well, who are also party to 
this. Our main interest is getting ConRail into the picture. 

They cover such a vast number of points since their consolidation 
which would mean it is absolutely vital that we have it. 

Mr. MuKPHT. I think that chart shows the gaps that you are speak- 
ing of. 

They are all ConEail. 
Mr. FuNT. They are. But to us it is a very, very serious situation. 

And as an American-flag carrier we just don't know what our next 
step should be. Perhaps we are going to have to petition ICC and go 
down that road at least and perhaps the courts later on. We tried this 
a little while ago in another case we had with a railroad and it took us 
3 years to get an answer. We had a good case and we lost. 

Perhaps that is because we are carriers subject to the Shipping Act 
rather than the ICC. I don't know. 

Mr. MURPHY. HOW would ConRail get to the SIE.C ? 
Mr. FLINT. They can connect in several places. They can connect in 

Cranf ord; these are a couple of other points that they could connect 
at. I think Staten Island junction is one. There is another one close to 
that junction as well. I can't think of it right now. They can connect 
and cover all of the points. The connection is no problem. 

The problem with them is that they see these 8,000 containers going 
away from the Jersey ramps. They see that they are going to have to 
share that rate to New Jersey with another carrier. That is the 
problem. 

Mr. MURPHY. Even though those ramps are obviously overcrowded ? 
Mr. FLINT. Even though those ramps are obviously overcrowded. 

And I can tell you this. There were containers, steamship containers 
tied up in that congestion at those ramps back in October and Novem- 
ber that had Christmas products in tnem that couldn't meet the de- 
liveries for Christmas, and even a month or so after Christmas. Many 
people lost their markets because of this. 

Mr. MURPHY. So in effect with that type of service, that is helping 
chase business away from the Port of New York to boot? 

Mr. FLINT. It is helping to encoura^ a great movement of cargo 
over to Canadian ports, which is a major problem for all of us in the 
Port of New York and in Baltimore as well. 

Mr. MURPHY. Our committee is looking at that. Mr. Johnson do 
you have enough car float equipment to go back to an 18,000 car 
level ? 
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Mr. JOHNSON. We did before, Mr. Chairman, and I am sure we 
could again. Mr. Dayton is an operating man. 

Mr. DAYTON. We have more than adequate equipment to handle 
double the 18,000 carload. 

Mr. MuBPHT. I got the sense of your testimony that ConRail pur- 
posely diverted cargo from the Greenville car float operation and 
from BEDT and New York Dock Railway. 

Mr. DAYTON. From us. 
Mr. JOHNSON. Mr. Dayton, I might add, Mr. Chairman, tells me 

that it is very simple to convert a car float down to container traffic 
as well. And of course we don't get any of that. And we can give 
dockside delivery and pickup with car floats, just slightly modified, 
for a great deal of container traffic. I think you can t^e 32 at a slip, 
can't you Frank? 

Mr. DAYTON. Yes; you can double that. You can roll them on and 
roll them off. There are many ways to go. 

Mr. JOHNSON. You see, with the improvements which the State of 
New York is putting into the Brooklyn waterfront, we will have the 
cranes and equipment. 

Mr. MURPHY. Anything else? 
Mr. FLINT. Yes; I have one thing. I would like to make a correc- 

tion in something ConRail said earlier. I believe you asked if they 
had joint rates into Staten Island and they said they did. They are 
wrong. They are an intermediate carrier in connection with joint 
rates with Chessie. And it is that little bridge service from Park 
Junction near Philadelphia to Cranford and that is all they are par- 
ticipating. It is Chessie's power and it is ConRail's crew. Now, what 
we are looking for when we say joint rates with ConRail, we are 
looking for rates to and from all the points ConRail serves. Those 
are the joint rates we are talking about and not this other. As they 
explained it, it is nothing but a fiction. That is all I have to say. 

Thank you, Mr. Chairman, very much. 
Mr. MURPHY. That concludes the hearings. The committee stands 

adjourned. 
[Whereupon, the subcommittee adjourned at 5 p.m.] 
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